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PREFACE 


The bibliography wiU forcefully convey to the reader an idea of the 
\yide approval accorded to this text-book. It is therefore only nece.- 
sar>' here to indicate the features which distinguish this, the beNeiitli 

Edition, from its predecessors. 

The main reason for a new edition was of course to conform the 
text to the provisions of the Companies Act, 1948. This has been 
done, but in addition certain alterations have been made m the subject 

matter of the book. 

The chapter on the “ Double Accounts System ” has been omitted 
on the ground that, since the nationalisation of the British Railways, 
this subject is of little more than historical interest. The short chapter 
on Banking and Foreign Exchange has also been omitted, partly 
because the subject is so much bound up with Government regulations 
and restrictions that it hardly comes now \\'ithin the normal scope of 


the accountancy student, and partly because the necessarily temporar}' 
nature of many of the restrictions would result in a serious risk that 
the subject matter, if included, would be hable to become (at least in 
part) rapidly out of date. On the other hand, in order to keep abreast 
of modem practice a fresh chapter has beep included on Consolidated 
Accounts, and though, in the hmited space available, it has been 


possible to deal only with the general outline of the subject and the 
more important of its principles, yet it is hoped that what has been 
included will be sufficient for the purpose of the students for whom 
this work is primarily wTitten. 


October, 1951. 


F, D. Morris. 
.\. K. Fisox. 
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Chapter I 


SINGLE ENTRY 


Thf advantages of Double Entrv and the disadvantages of Single 
intn taotkfeping have been dealt aath .n the elen.entary text-booka, 

and need not be discussed here. 

Definition.— The term “ Single Entr\- ” signilies that the method, 
or lack of method, emploved in recording the transactions of a busines^, 
m soreLntialto deal .ath the two-fold aspect of t«n a - 
tion- in other words, that the double-entr\' maxim e\cr\ debit 
must have its credit ” is ignored. Single-entry book-keeping is mereh 
defective book-keeping. Pure single entr\- is seldoni found in practi i , 

at the very least a Cash Bbok will be kept. ^ t \ x a r- ( r 

A. t^•pical set of single-entr\’ books usually comprises (t?) Ledger fo 

keepini^e personal accounts of debtors and creditors, 16) bale. 

Book, the details being posted to customers personal accounts, 
no actual book is kept the sales are entered direct from the 'neoice 
No posting is made of sales totals, (c) Sing e-column Cash Book. 
Items relating to personal accounts are posted, but no postings arc 
made to nominal accounts, {d) Creditors’ accounts are posted from 
a waste book, no Purchases Book being kept; (a) Discounts alloNsed 
and received are entered direct in the personal ledger accounts, no 
Other records being made. To some extent, therefore, single entr\ i:d 
a composite method. But it provides no check ensuring accuracy , 
and no classified information, both of which are essential to a scientihc 
system of book-keeping. The trader s financial position can be ascer¬ 
tained onlj' by means of a Statement of Affairs. 


Ascertaining Profits under Single Entry.—If no books at all were 
kept, it would still be possible, theoretically, to a.scertain the profit 
for a particular period by calculating the increase in the net \ alue of 
the assets at the end of the period over the net value of the assets at 
the beginning of the period, adjustments being made for an\ amounts 
paid in or withdra\\Ti by the proprietor during the period. If we could 
assume that the assets and liabilities were accurately recorded, both at 
^the beginning and the end of the period, then the resulting profit or 
loss so ascertained would be the same as that shown by a Profit and 
Loss Account prepared from books kept on double-entry principles. 
But no details as to how the profit w^as made, or what the expenses 
were, would be available, and comparisons with previous periods would 
be impossible. Apart from these grave defects, it would be found in 
practice that the data necessar\' for the preparation of an accurate 
inventor}' of assets and liabihties at any date would not be available by 
such loose methods. 
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■ Conversion into Donbie 

paring at the date of 

Hs: ^ittt ^?h': 

ning of that period were known. 

a cash capital of hg r^rded all transactions with custo- 

He kept a personal l^ger in n»ade by cheque and all 

mers and ^ he found that he owed ^£550, and 

had ov^g to ^er Sis ^ued at cost were : Fixtures. ^£150; 

Bank Balance was £250. Other a^ra ^ regularly £5 

5nW‘ Spha. 

to be computed at 5%. 

(2) Prepare a " Statement of Affairs ” as at De^mber 31. iQ-. with a 
viei loaning a set of books as from the foUowing day. 


J. Young 


STATEMENT OF PROFIT. DECEMBER 31. ^9 " 


Creditois 
Capital as at Jan-1 
Add tn 



The iten« in the Statement of ^ 

and posted to “ J" jSting Sales and Bought Udffit 

entry m the Cash Book. 1 c/,v,-J,iipc and the totals of file 

balances will be agre^ mt Subsiiarv books, such as Sales 

LeS except by posting from a book of ongmal entry. 




SINGLE ENTRY 


J, Young 


STATEMENT OF AFFAIRS, DECEMBER 3 >. ' * ■ 


Liabilities. 

Creditors 

Capital Account as at 
Jan. I 

Add Cash paid in 
Add Interest cn 
Capital 

AJiNetProdt . 


Liss Drawings 


s. J. 


i '• 
i;sO 0 0 


1,000 

^00 


0 0 
0 0 ’ 


50 0 0 
945 0 0 


2.29S 0 0 
260 0 0 

-2,03s 


0 a 


*'2.^SS 0 0 


Assets. 
Fi.^tures - 
Motor Lorry 
Pa>Tiients in advance 
Rent 
Stock 
Debtcrs . 

Cash 


.i. 


I' 

4 - 


c 


Z t 


L 

\ A 

J 


1.4:. 
: «o 


o 

0 

•j 

• f 

o 


11 


Coa.ersion by CompkHon of Double E”‘'>V'S,'ZV;r“lccoun“ 

hr ram-in^ through the double entn' in detail, a^, tor exampk. ^ 
a Cash Book has been correctlv posted to the Sales and Bought Ledgt-r:,, 

Sales and Purchases Books have been d 

corded and Returns and Allowances have been entered in .pec.a 

books.' It ttdU then be necessart' to open j; 

record the impersonal aspect of the transactions with debtor.n^and 
creditors bv totalling the Sales and Purchases Books crediting a 
Account ttdth the sales and debiting a Purchases .Account Bie 
purchases. Generally, however, it will be impracticable to complete 
the double entr\- in detail, and the figures for sales, purchases, expense 
items, etc., will have to be found by analysis and total accounts. The 
accuracy of the accounts vill, of course, depend upon the accuract ot 
the original records. YTtere, e.g. cash receipts are not banked intact, 
but partially used for making petty cash and other patmeiits, the 
completeness of the records will largely depend on tae tenacity of the 
proprietor’s memor\’. Where no Sales and Purchases Books ha\e 
been kept, the salei purchases, returns, etc., can be ascertained by 
analysing the Personal Ledgers, or by summansing the duplicate copv 
sales, invoices, etc. YTien accounts have been raised for Cash, Total 
Debtors, and Total Sales, and the double entry has been completed, a 
Trial Bdance can be extracted, adjustments made, and accounts pre- 

pared in the usual way. 

Illustyation. —J. Young (see previous illustralion'i desires a Trading and 
Profit and Loss Account for the year ended December 31, 19..., and a Balance 
Sheet as at that date for submission to the Inspector of Taxes. With the 
exception of the Personal Ledger (entered up on the slip ^5\stem from 
invoices, credit notes, counterfoil cheques, etc.) and the Bank Pass Bcx,*k, he 
has kept no books, except a Petty Cash Book. 

Since all cash received is banked and all payments are made by cheque, 
the Pass Book will sers'e for the analysis of cash; and an anahsis ol the 
Personal Ledger will give details of sales, purchases, etc. Loose sheets ruled 
with columns, each appropriately headed, will be used for the analysis. 

The follo^vine are the results of the analvsis:— 
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ANALYSIS OF CASH (BANK) BOOK. 


Receipts. 

Capital paid in Jan, i 
Additional Capital 
Received from Debtors 


si i. I 


£ s, d. 
1,000 0 0 
300 0 0 
3,080 0 0 


Payments. 
Purchase of Fixtures 
Purchase of Lorry 
Rent 
Drawings 
Wages » 

Trade Expenses (de¬ 
tailed) 

Petty Cash 
Paid to Creditors 
Balance, Dec. 31 


s. d. 


: (4.380 0 0 


£ ^ 

150 o o 

500 O 0 

2$0 O O 

360 o o 
300 o o 

670 o o 
zo o o 
1,990 o o 
250 o o 

£4.380 o o 



ANALYSIS OF SALES LEDGER ACCOUNTS 


Debits, 


Sales 


; s.Jrf.i' £ S. d, 

\ 1 i! 4.600 0 O 


I ! 


£ 4,600 o o 


Cbkdits, 

Cash received 
Discounts allowed 
Returns . » 

Contras (Bought Led- 
gcr) . . 

Balances, Dec. 31 


s. d. £ d. 
3,080 o o 
30 o 0 
50 o 0 

40 o 0 
z,400 o 0 

£4,6<» o » 



ANALYSIS OF PURCHASES LEDGER ACCOUNTS 


Debits. 

Cash paid 
Discount received 
Returns . 

Contras (Sales Ledger) 
Balances, Dec. 31 


s.\d. 


£ 

S. 1 

1.990 

0 

zo 

0 

1 20 

0 

1 40 ! 

0 

1 5501 

0 

1 £3.610 

0 


CREprrs. 

Purchases 


s. d. £ 4* d, 

2,6x0 o o 


£2,610 0 0 



Accounts should be opened for Cash, 
Purchases, etc., and the above results journalised 

will then result as follows:— 


J. Young. 


TRIAL BALANCE, DECEMBER 31, 19 

Db. 


Cb. 



J. Young, Capital Account . 
Drawings . . • • 

Fixtures . . • • 

Motor Lorry 
Cash at Bank 

Debtors . . . • 

Creditors . . . • 

Sales . . . • 

Sales Returns . 

Purchases 
Purchases Returns 
Discount allowed 
Discount received 
Rent . . . • 

Wages . . - • 

Trade Eipenses (detailed) . 
Petty Expenses (Petty Cash) 


£ $. d. 

1.300 o 0 


260 

150 

500 

250 

1,400 


50 

2,610 


550 0 o 

4,600 o o 


0 o 
o 0 


250 { 
300 

670 

zo 


£6,480 i o 


£6.480 















SINGLE ENTRY 



rZmNG AND PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
TKAUiiSKj Ai DECEMBER 3 ^ - 

Cr. 



To Purchases (less Re¬ 
turns) 

„ Wages . - 

„ Balance earned 

down being gross 
profit 


To Rent . 

„ Trade Expenses 
„ Sundry Expenses 
„ Discount 
Depreciation— 
Fixtures - 
Motor Lorry 


„ Interest on Capital 
„ Net Profit . 


>> 


12 

XOO 


2.590 jo|o 
300 o! o 


1 


2,010 ; O ^ O 


O 
1 O 


o 

o 


£4,900 iO^O 


200 

670 

10 

20 


O 

O 


o 

o 


112 ; 
50 

948 


! £2,010 


;} 


o 

0 


o 

0 


By Sales 0«s Returns) | 

,, Stock . 


M 

.1 

u 


I 

I * 
’ » 


By Balance 
down 


brought 


I 


" i| 

I 4 
' \ 
«t 

h 






i. 


!l 


f • 


4.55010 o 
350'0 O 


r 


£4.000 O O 


2,010 0 0 


I. 


£2,0x010 0 


Balance 


EXAMINATION QUESTIONS. 


1. Name, some of the defects of single-entry book-keeping. {Salioml 
Union Teachers.) 

2. In a firm where nothing beyond a Cash Book has been kept and stock 
taken, you are required to prepare a Balance Sheet, Trading and Profit and 
Loss Accounts. Describe your methods. (Incorporated Accountants.) 

2. The books of a business have been kept b)' single en^. They are 
up to a date, stock has been taken and valued, and it is desired to convert them 
into double entry. Explain how this is to be done. (Chartered Secretaries). 


4. A retail trader had not kept proper books of account, but from the following 
details you are required to ascertain the profit or loss for the year ended December 
IQ.... and also to prepau’C Statement of Affairs at that date. 


Stock-in-trade 
Sundry Creditors 
Sundry Debtors . 

Cash in hand 
Bank Overdraft . 

Bills Receivable . 
Fixtures, Fittings, etc. 
Motor Van 


Jan. J, 19... 

Dec. 31, 19... 

£ 

£ 

1,670 

1.850 

1.540 

1,400 

1.120 

1,050 

25 

120 

2,020 

1,940 

1.505 

1,420 

150 

150 

190 

190 


The drawings during the year amounted to (^7.(30. Depreciate Fixtures, etc., 
by iqo/o, write £^o off Motor Van. As regards the Debtors, it is ascertained that 
3^50 is irrecoverable and a further provision of 5% should be made. Also provide 
£jo in respect of Bills Receivable. 

5. Yon are instructed by a client to convert his single-entry system into one 
•of double entry. How would you proceed? Give entry or entries based on the 
following statement of Assets and Liabilities:— 
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Liabilities. 


Assets. 


Sundr}' Creditors 
Loans 

BOls Pa^-able 
Bank Loan 


500 

1,685 

5^ 


s. 

9 

o 

4 

0 


d. 

2 

o 

9 

o 


Sundry Debtors 

Cadi 

Stock 

Furniture . 
Premises 


£ 

3,596 

561 

1,924 

187 

2,000 


5. 

7 

9 

2 

o 

o 


d. 

2 

2 

8 

o 

o 


{Chartered Accountants,) 


6 Robert Webber hi= by tt. smgle 

nosition on Januan' i was as foUows. . -p^rt^res and Fittings, 

Moebioery P... 

-rtf'*"' <»» 

I>eMS"S“~K:Tiirft 5 «’.o>.; C.sh«h.»d,f. 5 : Babk Ovebirbit. 
/500 ; Sundry Creditor^ £1.4^ i«_ ^ Statement showing the profit made by 

ffiSbjfs ScSS” by ^.^1. e.«y.» 

’■ ’‘’"iTsS’Li Kent SfbiT buslbi b* ai« September 

“^^ZuSrienC^d Ore M.rrtng. "»• - 

Upon analysing the (^b ^/8oo^ Interest on above Ba^ 

B^k Overdraft at October i. i 9 d » \r^aeer's Salar>', 3^200; Salan^and 
Charges /i 5 ', Jones's Drawing ^^4 * ‘ ^ -o-. Paid to Trade Creditors, 
Waees /i %oo ', Other Business ^ Q^-j^/rSs* Balance in hands of 

^^nce at Bankers, ^ptem^r ^ T^rSe Debtors. ^S.ooo; Re- 

&er. September 30. ^ 95 ^ ^‘ 5 . Recenea iro 

T. Jones’s Capital at ^c^ber i, ^ /i goo, and on Scptem^r 30, 

His Stock on hand on ^ \qco £1,600, and on September 30, 

iqsi /2.044; his Creditors OTO^ol^rJ. 195 -i g^p^g^ber 30, ,951. 

1951; fi, 100; bis Debtors iQSo' and on September 30 J> 95 i. 

& buX»:^2 i3.-. ’«• 

demises and Furniture. already t>aid to the manager, he is «ntitle^ a 

In addition to the £2 w ®^,„^J^^aL^harging such salary and com^ra. 

commi^ion of 5% «^n the ^ the accounts as mstrncted. 
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SELF-BALAXCIXG LEI)GER> 

Definition —In the usual course, as the student aware ilie coni- 
Dennitio . r led'^er p^stin;;' contained in some 

^bddian- book c - in a perk.naUcd.uer account, goods debited are 
offset bv a compensating crediyn the Sales 

Sn the other hand, expresses the fact that the double eiitrv ha. bc^n 

prSure G that the extraction of all the balances from that particular 
ed?er will result in a Trial Balance proving the arithmetical accuract 
of the posting of the ledger at any chosen date. 

Procedure.-To achieve the result indicated above, every debit 
appeanng m the accounts in a particular l^ger is duplicate 1 h> a 
credit and everv credit bv a debit, in a Ceuri"/ rii.a-.'m, u.uall, kcj 
at the end of'the ledger. The Control Account thu. miitain. a 
summarv, in totals, of all the detailed debits and credit, appearing'in 
the indii-idual accounts in the ledger. It will be dear, then tore, that 
the balance of the Control Account should be equal, and oppoute, to 

the net difference between all the other balance-. ^ 

In addition to pro\'ing the arithmetical accuracy of t.ic pffs-ting-. 
the Control Account is also useful, inasmuch as it enabler' tne bUe. 
of the balances contained in a ledi^er to be quickh' a-c'^.-rtauu/'l uith'Mit 
the labour of extracting all the individual balances. In other 
it readily shows the total debtors and crediicjrs on tluit particul ir leugei 

at anv desired date. 

The system described is usuallv adopted wlicre a business ha- more 
than one Sales or Bought Ledger. In ca-es whereg t!ie ledcer- arr 
numerous, the search for a “ difference in the book- ma\ ve.-ll pri>\e 
long and tedious. If the ledgers are “ self-balancine. the- errur can bf 
localised in the particular ledger which is at fault, .ind much time i: 

thereby saved. 

The system is also frequently used in cases wliere tlw Privau 
Ledger is written up periodically by one of the partners, nr ih*' iirm ' 
accountants, and it is desired to extract a Trial ILTmcr vdthnut ili< 
closing the contents of the Private Ledger xo the rjilic..- A tivnia 

can be supplied for incorporation in the general 1 rial Babin-. e ivprcs'-nt 
ing the net result of all the balances contained in the Private Ledger. 

The principle invoh'ed in these accounts is identical with tlia 
emploved in “ Total Debtors or Total Creditors ’ Accounts, wha 1 
are operated as follows:— 

Assume a business with one Srdos Ledcer and nne Pn-neht Lrdcer 
Bv means of analvsis columns in the Casli Bo"k, the tiUa! < 
to the debit, or credit, of the individual personal accounts in the Ihiugli 
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and Sales Ledgers can be con¬ 
veniently collected and postM in 
periodical totals to the debit or 
credit of the " Total Accounts. 
Thus c ash received from ciKtomers 
would be posted in detail to the 
credit of their personal accounts 
in the Sales Ledger, and, at the 
end of the month, quarter, or 
other period, the Sales Ledger 
column in the Cash Book would 
be posted in total to the " Sales 
Ledger Total Account,” or 
■ ‘ Total Debtors’ Account. 

Discount, Sales, Purchase. 
Returns, etc., would be similarly 
treated by the provision of 
analysis columns where n^es- 
sar^^ Any items posted from 
the Joumi, such as bad 
contras, etc., would also 1» d^t 
with twice, viz. once m the 
Sales or Bought Ledger (Per^nd 
Account), and once in 
Ledger (Total Account). Thus the 
Total Debtors’ Account would 
contain, in total, all the items 
debited or credited in deiatl in the 
Sales Ledger, and in extractmg a 
Trial Balance the figure on the 
Total Debtors’ Account would 
be included. The accuracy of 
the Sales Ledger balance would 
be proved by its agreement 
mth the Total Debtors’ Account 

balance. „ 

This method involves what may 

be termed" tripleentry.”sincec^ 

received, for example, is created to 

the personal account of the debtor, 

debited in the Cash Book, also 

credited in the Total Debtors 

Account. It may be that it ^ 

the desire to complete the double 

entr^’, even though it mvolv^ 

quadruple entry/ that led to the 

raising in the Subsidi^ Le^er of 
^ Arrount similar to tne 
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latter account in that it contained the same items but on the opposite 

sides. . . 

Construction of Control Accounts.—Control Accounts are raised m 

thehoUomn^hase Journals, other sub^dian’ books, and the 

Cash Books are posted in detail to the Sales or Bought Ledgers m the 
usual wav. Periodicallv (e.g. ever}- six months) these sub^idiar} book 
are Malvsed so as to show the total debits and credits pos ed to e^ich 

indh-idual Sales or Bought Ledger. The vanous 1 

debited to anv Sales or Bought Ledger are then credited to the Con 
Account contained in that ledger, and are debited to the Cont ol 
Account in the General (or Private) Ledger. For example, the entrie. 
in the Sales Journal will be posted in detail to the personal accounts in 
the Sales Ledger, and the total will be credited to the Sales Account 
in the General Ledger. This total v-ill then be journalised as follows 


Sales Ledger Control Account. Dr. 

(the account in the General Ledger). 

To General Ledger Control Account 
(the account in the Sales Ledger). 

For credit sales for the period. 

The totals of all the subsidiary- books w-ill be similarly treated, and 
it is essential that all items must' first pass through a book of original 
entryn But if all the subsidiary- books, and the Cash Book, are pro- 
xid&d with analvsis columns, as'thev should be, the periodical anah'sis 
w-m not, of course, be necessary. Transfers between different Sales or 
Bought Ledgers must first be recorded in a Transfer Journal ruled as 
show-n on p. 8 (assuming that three Sales Ledgers and two Bought 

Ledgers are employed). 

It is not considered necessary- to show rulings of the other sub¬ 
sidiary- books v-ith analysis columns, since these take the ordinari- 
form, yy-ith analysis columns added for the several ledgers to yvhich the 
detailed items are posted. 


Alternative Methods :— 

[a] The items in each book of original entry- may be analysed. 
This involy-es some method of distinguishing the items posted to the 
y-arious ledgers. If, say, there are three Sales Ledgers, they could 
be allotted code letters, e.g. A, B, and C. In posting to the ledgers, 
the clerk yvould insert the code letter as yvell as the folio of the 
account to yvhich the item yvas posted. Or, yvhen checking the post¬ 
ings, different-coloured inks could be used for the various ledgers, 
thus facilitating periodical analysis. 

{b) Separate books of original entry- and Cash Books can be used 
for each ledger. This is a further extension of the analysis column, 
or tabular system. Thus, aU cash received from customers in the A 
Sales Ledger yvould be entered in the A Sales Ledger Receipts Cash 
Book, aU sales to A Ledger customers in the A Sales Journal, etc. 

(c) WTiere posting is effected by machine, the total of one batch 
of postings made to one set of Ledger cards, obtained from the strip. 
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is printed on the control card. There are severd variations of ^ 

personal ledgers are very numerous, e.g. lOO or more, as there some- 
times 3X0 

?Dt in the Sales Ledger. 


SALES LEDGER CONTROL ACCOLTNT. 


Dr. 


19... 
Jan. X 


To Balance brought 
down . 

June 30 : To Sales 


n 


30 

30 


„ Cash . • I 

„ Balance carried 
down ft 


19 ..* 
July I 



By Balance brou^t 
down . 

By Cash . • \ 

Discount. 

Bills Receivable \ 
„ Returns . 
Contras . 

Bad Debts 
Balance carried 
down 


To Balance brought ; 
down . 


t 

\ 


Tu?y I By Balance brought ^ 
i down . 
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19- 

Jan. I 

June 30 
„ 30 

30 
« 30 
« 30 

rt 30 

« 30 




To Balance brought 
down • 

To Cash 
„ Discount . 

.. Bins Receivable 


II 


If 


Returns 


Contras . 
„ Bad Debts 
„ Balaxice 
down 



19... 
Jan. 1 

43 ^ ® 

11,760. 2 1 1 June 30 

211' 3j 0 
70; 0- o 
196 j o \10 

22 ] O' 0 

15| 2^ 6 

6,43^ 5t ^ 


If 


II 


30 

30 


By Balance brought 
down . 

By Sales 

Cash 

Balance carried 
down . 


•I 


II 


£18,754‘ O' 7 


19. 

July 


To Balance brought 
down ft 



1: By Balance broo^t 
down . • 


Cr, 


s. \ i. 



Cr. 


s. 

6,216110 
12,470 j 3 

17! 2 

50 ! 4 


d. 

7 

4 

2 


£18,7541 o> 7 


i! 


I 


6,4 j6 


The Control Accounts described m this chapter wei 
Account ” used^ in this connection is now practically oh. 


examination questions. 

““SSr.i'ioUl Cr,diU,„^ 'S'- T 

Cash Paid, ii5.534 




II 


SELF-BALANCING LEDGERS 


а. From the follo^ng particulars prepare the S-les Led.- 
^“fhiktd^ompanv has'in operation a system of sectional balancing in 

ss“;iSeS‘r s;s°' sfis”.:” ico,d.n,, 

[ChartcYid Acco'iniant^^ -\rrniint 

A From the followincr particulars prepare the General LedErer C .> - ._ 

in the Sales Ledger; as at September 50.^19--and bring . 

Sales /i-coo* Bills Receivable, £00: Returns, £195- ^ r/.^’ 

Dishonom?d Bill, £560; Cash Received, V3.o^o. Jo 

from Bought Ledcer Contra Accounts. £1,070: Opening Deo.ors, ,.FMO_ 

5 From the {oUo’.\-ing paniculars v.-rite up the Bought Ledger of G. Ros^r, 

and^agree the Ust of balances as on July 31. I9 ... by preparing a Bought Ledger 

July ., .0 ..: J. Snutteon /3, V'.F 'pV 

/193 65. Sd.-, D. Dickinson, £14 ii5. yd.; T. Johnson, £72. Debit Balance, 

IQ Tulv ■ Purchased .oods from A. Robinson, £124 55. 9£ Jul> 3. 
Purchased g6ods from T. Johnson, £57 45- 6i.; Received cash from G. dbamson 
for returns J15 105. July 5 : Paid J. Smithson, £ J2 14s. gJ .: Discount a-l'o'.ed 

bv him,/2’2'5. 5^.: Goods returned to T. Johnson, £27 us. Julv 6 ; lurchased 

soods from D. Dickinson, £155. July 9 : Accepted D^Dickinson s draft at tiiree 
Wths, /150; Paid him, £49 7^ July 12 : Paid A. Robinson on account, 

496; Discount alloyed by him, £4; Paid T. Johnson, £101 135. td. Jult 1 J • 
Purchased eoods from T. Johnson, i'SS 6s. : Purchasea coeds irom D. Dickin¬ 

son /217 AS. lid. July 25 ; Paid D. Dickinson on account. £57 4^. na- July 
31 : "fhirchased goods from A. Robinson. £43 Ss. 2i^.: Returned goods to D. 
Dickinson, £13 13s. Sd. ^Ck:i)itrid Acc:untaKts.) 

б. From the foUovdng particulars prepare the Sold Ledger Control Account in 

the General Ledcer for the month ended July 31, i9--- -7^ 

Sold Ledger. —Julv i, 19.--, Debit Balances, £3.uoo; Sales, /32,ooo. 
Returns Inwards, £120'; Cash Received. £>6,930; Bills Receivable, £2.coo; 
Bad Debts, /iSo; "'Bills Receivable dishonoured. £15'^: Discount allowed t- 
Customers. £60 ; Contra Accounts in Bought Ledger transferred, £400. Jnsiitute 
of Book-keepers.) 



Chapter III 

trading, PROFIT AND LOSS 

I. Trading and Manufacturing Accounts. 

\s the -student is aware, when an agreed Trial Balance h^ to 

?o ‘SmaS .hi Sili iiieved. Occiionally, this is 

“ £i=c 

ii'mS', “ "^o'ss p^at eaxaed by manuIaCure. 

obser%-able in ^^%=;PP‘l’^'™^ab^ence ^of definite instructions, and in 

tt dU S'ai seUtag, distribution, and overhead 

charges in the Profit and Loss Account. 

By Prime Cost in this connection is meant. 

’(a) In a non-manulac.uriug “““ 

ihZ ilk-ss returns, M J“|,“ ^itTSl 

Taii^uit p%”^™n tS'iu:i“ow ihe ratio which the 

gross earnings bear to sMes. ormnnt should include, on 

(b) In a manufactunng concern, the account sno^ . 

L^^e^^?ptoased\nTtLfc)S^^^ 

ss'’ieS‘,“Sd'i> t iii^friS:'“(/, (h.t) 

and (g)’final stock and work in progress. 
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MTiere the information given in an examination question indicate^ 
that other charges are divisible between manutacture and distribu ion. 
Sle apportionments must, of course, be made, as explained on 

P-25- ... 

Basis Must be Consistent. —The most important information tur- 
nished by a series of Trading or Manufacturing Accounts is the ratio 
of gross profit between period and period. It is therefore asentiul 
that the account should be constructed upon a consistent plan. oUicr- 
^^5e comparisons will be valiielcss.^ In the absence of exceptiMri.il 
circumstances the ratio of gross profit should nut vary. exce[)t witlim 
narrow limits. If wide fluctuations in the ratio of gro:^s prutit turn- 
over should occur, immediate investigation should follow, -ince snuh 
fluctuations may arise from defalcation, pilfering, faulty buying, or in¬ 
accurate stock valuations. 


Non-Manufacturing Concerns,— Where all goods are purcha>ed 
ready for sale, and no manufacturing is done, the construction of the 
Trading Account usuallv follows the simple lines indicated above, and 
illustrated in the solution on p. iS. This form of account, if con¬ 
sistently adhered to, will, in most cases, enable the necessary com¬ 
parisons to be made, more particularly the ratio between gross profit 
and sales. It is true that the Trial Balance will probably contain items 
that do not enter into the cost of the goods, t.g. depreciation, ^uch 
charges do not, however, move in sympathy with the turnover, and. 
unless he is instructed to the contrary, the examination candidate will 
be wise to confine them to the Profit and Loss Account. 


Manufacturing Concerns. —In a manufacturing business the Work¬ 
ing or Manufacturing Account usually contains much more detail th-m 
the Trading Account dealt with above. The actual co-t of the goods 
sold bv a merchant is fixed by his in^'oices, but the manufacturer can 
ascertain the cost of his goods only by careful accounting. 

(a) In the majority of cases manufacturers prepare a combined 
Manufacturing and Trading Account. This deals with the costs 
of manufacture and the resulting sales. But accounts in this form 
fail to show^ the actual manufacturing profit. 

{b) In other cases a Manufacturing Account is prepared which 
is strictly confined to ascertaining the actual cost of the goods made, 
without reference to the current market price of similar goods. 
Then the account show’s neither profit nor loss, and the balance, 
representing cost, is transferred to a Trading Account which includes 
sales and the relative distribution costs. The balance of this account 
is then carried to a Profit and Loss Account in which the net profit 
for the period is determined. 

(c) In yet other cases the Manufacturing Account is charged 
with all costs of production on the usual lines, and is credited, at 
current market values, with the goods produced. The resulting 
balance shows the manufacturer's factor\* profit or loss on the basis 
of current market prices. The goods made are debited to the Sales 
Department at the current market price just as though they had been 
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Profit and Loss Account. 

Blankshire Blast Furnaces, 


Lire ■ 

^L«OT4CIU1U^-G ACCOUNT FOR THE mAR ESBED 

MANLJrACiu j,£|;£MBER 3 ". W - 


Cr. 


Dr- 


i s.d. 

To Materials consumed • :— 

Cen) (mclading 
^rri^) . 6^20 10 2 

Coke (induding 
carriage) . i/.W ^ * 

Limestone . 1.621 0 4 

ironsteme . 6,352 8 9 

Sundry Materials 28* 4 6 

Manufacturing Wages 
” Salarv, Wwks Manager . 

” Land'Damages and Compensa 

tksn . • • * 


S. d. 


32,599 

5.762 

1,000 

162 


i39.524 I 5 



By Sales 

Slag (net) , 
Sai^ 


£ s.d. 

4,604 I 2 

141 II10 


s. 


Wagon Hire (s^et) . ■ 

Pie Iron produced, transtOTea 
to Trading Account (cost 
per um, 374* SH*) 


4.745 

321 


34.4571 



13 o 
o 10 

I 

4 

$ 

$ 

t 

7 7 

! 


£39.5241 I 5 

1 


COUNT FOR THE Y 
DECEMBER 31. iQ -- 


Cr. 


Dr. 




ii i 

To Stock of Pig Iron at to date P 
{cost per ton, 35r* W-J 

Cit of Pig Iron p^u<wi .s per 
Manufacturing Account . 34 . 45 / / 

„ Sundry Trade Charges and Sale , ^ ^ ^ 

Expenses . • • t * 

.. Balance carried to Profit and 

Ijob& Account . • _ 

/6x,oS 4 ro 0 


£ s. d. 

Bt Sale of Fig Iroa 50/51 ^4 6 

‘ LesSbortWeight 

841 10 - 


S. I d. 


50,010 4 


I 


Pig Iron consumed in Foundry 

;; ISck of Pig Iron • '“.98' « 


o 

8 


/6i,oS 4 10! o 



. -nre pracdce in accounts of tf^ h^d^ 

The di^dsions and appropnaUo^ in acco^ 
are frequency not ver>’ ^Jtceoimts are cbnsistenUy 

sh^'aEe! Ld a set prepared on lines set out m if) 

a°”bEts where an efScient costing 
costing records govern the profit and Loss Accounts, 

the Manufacturing or Trading Accost. 
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manufacturing account for Tt 

DECEMBER 31. i 9 - 


Cr. 


Dr. 



To Stock at commencement:— 
Raw Materials . • • 

Partly Manufactured Goods. 

„ I>urchases of Raw Material {fess 

Retuns) . . • • 

„ Manufacturing Wages . 

" Factory Power . • 

„ Carriage Inwards on Raw 
Materials . . • • 

„ Factory Expenses 

Balance carried to Profit and 
” Loss Account, being gross 
profit on manufacturing 


I 

2,100 o 0 
3,600 o o 

5,700 o o 

21,263 0 o 

25,512 o o 

2,240 o o 

567 o o 
7,276 o o 

I _ 

62,558 o; o 


12,113 o o 
£74,671 o 0 


By Stock at close :— 

Raw Materials . 

Partiv Manufactured Goods 


transferred to Trading 
Qt, being trade price of 
d goods . 


3,100 

4,700 


|£74,67t 


s. I i. 


o 0 
0 O 


7,800 o o 


66,871 o! o 


01 o 

I 


TRADING ACCOUNT FOR THE YEAR ENDED 

DECEMBER 31, 19 - 


Dr. 


To Stock of finished goods at com¬ 
mencement 

„ Manufacturing Account (trade 
price of goo^ manufactured) 

„ Purchases of Finished Goods 
(fess Returns) 

„ Packing and Distribution Ex- 


„ Balance carried to Profit and 
Loss Account, being Gross 
Profit on Sales . 


10,216 o 
66,871 o 

526 o 

9,267 o 


86,880 

12,702 


Cn. 



£ ' 

By Sales {less Rettirus) 

88,473 

„ Slock of Giii$b.d goods at doM 

11,109 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 

DECEMBER 31, 19... 

Dr. Cr. 



sections, otherwise the costing and financial records will not harmonise. 
Accounte thus prepared will show, as near cis may be, the actual 
manufacturing cost of the articles produced. As a general rule, the 
cost so ascertained is brought forward as a debit to the Trading 
Accoimt section, as representing the cost of the goods handed to the 
trading department for sale. If it is desired to ascertain the actual 
mani^^turing profit secured, the goods handed over, and any stocks 
remaining wholly or partially finished, must be valued at the current 















x6 -- 

market pnc. 

rZ?SfpSt“deli, must, of course, be usade 

in the Trading Account section. 

n f o .,r.<l fnninarative Trading a\ccounts.—It is customary 
Percentage and Comp nrenare Trading or Manufacturmg 

and useful m some S”'amK to accommodate pet- 

p" “s?r “is: 

'cmtagesTeTequently '■ STuSov.‘r''Ts 

'nalr* aX-ied’by Increases in'such expenses as move in 

DEPARTMENTAL TRADING ACCOUNT FOR THE 
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Limited 


Diu 


Mantles. 


Furs. 


Tweeds. 


Total 


19... 
Jail. I 

Dec-31 

31 
31 
31 
31 
31 


\s/'d. 


9 9 


l» 


ft 

ft 

M 


To Stock. • • • 

To Purchases (net) . 

Warehouse Wages • 
Salaries and Commi^ioQ 
Heating and Lighting . 
Rent and Rates . 
Balance carried to Front 
and Loss Account 


ft 

ft 


ft 


fp 


£ 

2,000 

7,860 

3,iS6 

1,215 

241 

1,000 

1,253 


u6,76o 0 


0 

0 

0 

0 

0 

o 


0 

0 

0 

0 

0 

o 


£ 

5^000 

22,930 

4.340 

2.716 

740 

2,000 

3.125 


s. d. 
o o 


o 

o 

o 

0 

0 


0 

0 

o 

0 

o 


£ 

I'isoo 

5.160 

1,850 

1,501 

2S0 

800 


5. ' 
0 
o 
0 
o 
0 
o 


d. 

0 

0 

0 

0 

0 

0 


1,101 0 


( 

I i*- 

8,500 o 
36,000 1 0 
9,876 , 0 
5.43a : o 
1,261; o 
3,800, o 

5.484 0 


L 

0 

0 

0 

0 

0 


£41,401 0 0 £12.192 i Oj ° i7°’353 j 


s^-mpathv ivith It, InSe'i^^ 

^rcSs^^ of ^ ^g^sS 

tion. Such accounts are P't "Jed forms can be laid doMUi 

The student isuU realise that 00 2.tereot> p divergency exists 

for Trading and .^^^’^^^^otunng - exception of the bre^-ing 

even in the same industp (in j^-eauirements of the indiiddual 

industn-). s^nd the P^o^ore^ice^ m q ^ 

shaU take. So few companies pubh.h . ^ve - accounts 

has little opportunity of ° , ^n the author’s Accounting, onpp. 

- pursue the subject further 

h« 
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fnr parh dcDartment, to which direct postings can be made 
DarSSrare not kipt for each department. In other cases the 

UeL debited wall result from the apportionment of vanous eharges 
S as rent, rales, heating, etc., upon some equitable basis, fhesc 

matters 3.re more fully deult with in Chapter Xi\ . ^ u‘-.v 

Wdien preparing trading accounts, certain matters mav arise which 

require special treatment. Amongst these, the following ma> be 
mentioned:— 

Goods on Approval.—If the '' Sale or Return ” transactions arc 
numerous, a special Sales Journal should be kept to record them, 
convenient ruling will be found on p. 19. 


EAR ENDED DECEMBER 31, 19... 


— • S 

Mantles. Furs. Tweeds. Total. 



No items are posted to the Ledgers until an actual sale takes plac€ 
The amounts finally extended into the Sales column are posted i; 
detail to the personal accounts of the purchasers, and, in monthly o 
other totals, to the Sales Account. At stock-taking periods, the balanc 
of goods still out on approval should be taken into stock at cost, o 

market price. 

If, as is the case in some businesses, goods on appro, are treate' 
as ordinar^^ sales until returned, the amount of such outstandin 
" appro." sales must be deducted from the total sales for the perioc 
and from the total " Sundr}-' Debtors," and added to the stock valuatio 
as explained above. In some cases traders handle goods receive 
" on appro." from wholesalers. Care is needed to ensure that sue 
goods are not taken into stock, and the best method of preventing th: 
is to segregate all " appro." goods before stock is taken, Speci; 
records of the receipt and sale of " appro." goods must be kep 
especially as in some cases the trader is under obligation to purclia^ 
the goods if kept beyond a certain time limit. When such goods ai 
sold, an invoice should be obtained and passed through the Purchase 
Book in the ordinary way. 

Goods on Consignment. —These transactions should be treated in 
similar way to goods sent out on approval, and be taken into stock : 
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The porrrnlaf'rs shown a^^^inst 




SALES (ON APPRO.) JOURNAL. 
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cost or market price, care being exercised to ensure that they ha\ e not 
been included mth ordinaix' sales. In the reverse direction, care 
must be taken that goods received on approval, or on consignrnent, 
are not taken into stock until the actual property in them has been 
acquired. Goods out on consignment are preferably stated separately 

in both Trading Account and Balance Sheet. 

Forward Invoices.— Where it is the practice to invoice goods for¬ 
ward. care must be taken to ensure that goods have not been taken 
into stock when the relative invoices have not been entered m the 
Purchases Journal. The correct treatment is to include such trans¬ 
actions in both Purchases and Stock as the property in them has passed. 


Packing Materials.— WTiere packages are numerous and costly, it 
is a common practice to keep record of them in special columns addL-d 
to the Sales and Returns Inwards Journals and the Sales Ledger, a 
corresponding “ Packing Materials Account ” being opened in the 
Nominal Ledger. In this way, each customer is debited (from the 
Sales Journal) with packing materials when goods are despatched to 
him, and credited (through the Returns Inwards Book) when he 
returns the empties. The total of the packing materials column in the 
Sales Journal is posted to the credit of “ Packing Materials Account,” 
and the total of the Returns Inwards column is delated to the same 
account. Thus efficient check is kept upon an important item, which, 
if looselv dealt with, will lead to inaccurate accounting. Sometimes 
all records relating to packages are recorded on cards, and do not 
appear in customers’ accounts of goods sold. 

WTiere the original cost of packing materials is heavy, it is preferable 
to deal mth the item in the Trading Account. If no charge is made for 
packing, the item should appear as a distribution co=t in the Profit 
and Loss Account. Where crates, barrels, cases, etc., arc charged to 
customers at a figure above cost, and an allowance less than the 
amount charged is made on return, it is advisable to open a Package 
Trading Account and credit it with all packages charged out, debiting 
it with all returns. The cost of packages purchased is debited to a 
Package Stock Account, which is credited with the cost of packages 
retained by customers and paid for, a corresponding debit being made 
to Package Trading Account; the latter account, after carrying dowm 
as a credit balance the contingent liability represented hv returnable 
packages, shows the profit on hire and sale of packages. The packages 
in stock should be depreciated either bv crediting a Depreciation 
Account or bv valuing the stock at a figure lower than cost. See 
illustration on p. 20. 


Carriage. —Sometimes the carriage incurred in conveyin.i:: to the 
works new machiner\^ and plant, or similar assets, is charged to the 
asset account. In certain circumstances this is permissible, pro\-idcd 
the item is written off with reasonable promptitude. When an examina¬ 
tion trial balance contains the items Carriage Inwards ” and 
" Carriage Outwards," it is an indication that the fonner item is to be 

charged to the Trading Account and the latter to Profit and Loss 
Account. 
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w . -d ^ t.' In 

anancial year does not rnarufacturin" business, to ascertam and 
necesiin-, part.cnlarlv m a ,„„ed due fmm last 

SLS « aS boo^^off y rona. The sa^e re.arhs apply 

to commission due to tra\ellerb an ot em. 

_ 1 • T Tn^imirate =^tock valuations ^^'ill afiect the 

Stock-in-Trade.— inaccurate .i-uu Prcounts The stock 

accuracy of the trading results shoT mb>_^^ 

sheets should be prepared un er e p^ calculations and 

who should tix more persons. Stock 

quantities should be cro« othenH-e, such as coal, coke, miner^ ores, 
stored in bulk in stacrvs or o mpaeurement. The calculations 

and the like, is generally ner-ons'^ Record should be kept of 

should be checked by compete p - • accurate, ^\’ill 

all goods added to, i.- valuation. Care must be taken 

afford a check upon the invoice' for which have not 

that no goods are taken nr^-hich hav^been sold and charged 

been passed through ^ hand it is nece3sar^■ to include m 

not vet been sold, particularh ''bere 

houses ’^Jiation must be consistent frona year to year^ 

The ba.'i. of Aock ^muar since the 

othennse companion- ^ a ^ .u. expense of the succeedmg 

kriod. Values shou d oe ta'd |,) upon oo-t^P" ^ 

(or damaged, unpopular, or ’_,Le„,lv below cost orice. If market 

“ SIS; SaScos’ftt .-l-rUanger» - ^^tar'SpS 

SllTe'mISeS 'laS materials are frequently valued upon the 

average cost during the tear. ^ ^ ^he cost 

The only legittmate “ ”,k „ine and spirit 

basis of valuation occurs m soine fe« j in value 

and timber trades, “prm e with age, and a 

S„|lkatS?SS;lo„'!«|Ssenrin| 

I'al^rn Seli; Sh? l^cS ISlIi Ihe same t-.tage 

and age can be P^'^fl'^sSeSe's^SheVe a proper costing system is 

In manufacrnnng bmine^.e., unere h 

emploved, the btores Books, B *3iqri<T uurpO'es as is explained 

are of the greatest assistance for ^^-taUng F 

in Chapter XV. In non-manufactumg bu^^^^ 

Svamptf" S«k |ok ts sboi™ on p.. 

SoS*ok*Vd'SS IV-aiStls sfockVkmg, besides affordmg useful 



PROFIT AND LOSS ACCOUNTS 


23 


IStr “S' 

kept for each department or class of goods dealt in. 

Work in Progress.-Manufacturing or contracting businesses ^ill 

usually have at the close of the year a certain amount of ^v ork in 

should not exceed its actual cost, i.e. the cost of the rai\ ™aten 
used wages expended thereon, and proportion of Oncost, up to he 
close of the financial period. In other cases, where, for example th 
work is within sight of completion, and the final cost can be exactl> 

estimated, a measure of profit may be ■ 

contingencies are also taken into account. The accountant is neces¬ 
sarily largely dependent upon the technical experts for the data 

required to compute the cost of completing unfinished "9^- 

Some examination candidates appear to expenence difficulty when 
they find included in a Trial Balance a debit balance for work in 
pro'mess and a further valuation under the same heading at the close 
of the period. The balance forming part of the Trial Balance should 
be debited to the Manufacturing Account immediately after the initial 
“ Stock in hand,” and the valuation at the close of the year, appeanng 
in the " instructions,” should be credited to the same account imme¬ 
diately after the final “ Stock in hand and shovm in the Balance 

Sheet. 


Goods in Transit. —Goods purchased and in course of transit must 
be taken into stock at cost if the invoices relating to theni have been 
passed through the books, as they should be if the property in the goods 

has passed. 

Trade Discount.— All trade discounts must be deducted from sales 
and sundry’’ debtors. In some trades these discounts are very heavy', 
and omission to deduct them would result in a fictitious gross profit 
being shown. 


II. Profit and Loss Accounts. 

As regards limited companies, distinction must be made between a 
Profit and Loss Account as drarra up for the information of the 
directors and a Profit and Loss Account for publication to the members 
of the company in compliance vdth the Companies Act, 1948. This 
Act requires the disclosure of certain prescribed information. This 
information is, of course, a minimum, and there is nothing (in law) to 
prevent disclosure of much fuller figures, even to the extent of setting 
the full trading account and the totals of aU revenue and expenditure 
under detailed headings. In practice, such full disclosure is rarely, if 
ever, made: nearly all boards of directors confine the published Profit 
and Loss account to the statutory minimum, with sometimes a few 



Z4 HIGHER BOOK-KEEPING AND ACCOUNTS 

additional items which thev consider ^^•ill be of interest to the members 
but knowledge of which by the company’s competitors will not be 
harmful A consequence of this differentiation is that normall} the 
Profit and Loss Account (proper! is diwded_ into two portions: the 
fir't part is confidential and for the information of the director onh, 
and the balance is carried to the second part which is for pubhcation 

Tt ran nevertheless be asserted that the common aim of all Profat 
and Lo'' \ccounts, however drafted, is to ascenain the net profit for 
the period The foUoving definition by an exammation candidate is 
wonhv of quotation. “ Net profit is the amount available for distnbu- 
tion to the proprietor, partners, or shareholders of a business, alter 
all charges that have been incurred in the earning of the revenue for 
the period under remew have been taken into account, and the shrmkage 
in the value of the assets held by the business has been allowed 

f J J 

Limited companies rarely publish Trading or Manufactunng 
Accounts, and there is a growing tendency to publish Profit and Loss 
Accounts as greatlv abbremated as ingenuity can demse and the la^^ 
permit The"result is that manv items which, in theor\-, should appear 
in the Profit and Loss Account are charged in the Trading Account and 
are thus hidden from obser\-ation. It should be remembered that, 
unless the form of the Profit and Loss Account is prescnbed by 
Statute, the manner of its presentation is entirely at the discretion of 
the directors, and the auditor cannot impose his mews unless of course, 
the account it i? proposed to publish is inaccurate or rm^lea(llng. 

The Companies Act, 104.S, makes it compulsoiq- for ever>- coinpany 
within the meaning of that Act to Lay before a general meeting, at le^t 
oncf^ in evera- calendar vear. a Profit and Loss .Account (or Income and 
Expenditure Account, if more appropnate'i This account n^st dis¬ 
close, inter alia, the amiount charged for the depreciation of fixed asset 
the total remuneration (not merely the fees)_ of the directors, the 
charges for taxation, distinguishing between income lax and other 
taxes, interest payable on the company s debentures or fi.xed lo^s 
amounts added to’ (or taken from) reser\-es, and the dimdends paid 

^'"'^The particular form in which the items composing a Profit and Loss 
Account should be stated must of necessity vary with ditterent busi¬ 
nesses. It is suggested, however, particularly for costing purposes, 

that the following .grouping is desirable 

(a) Sales £.v/)c-/:sfs.—Salaries of Sales Staff, ^d Travellers, 

Commission: Advertising; Windon- Publicity; «md 

Store Rent, Rates and Expenses, and the general expenses of selling 

the soods dealt in. ^ ^ 

I'b) Distrulution E.r/icWSc-s.—Carria.ge^ Outwards; (>rtage, 

Freight; Expense of Motor Lorries or Vans;_ Mages of Dnvers, 

Packer'’ Porters, and the general expenses of distribution. _ 

(c) Administration Evhrtises.—Directors’ Fees; 

Clerks’ Salaries; Office Rent; Rates and Expenses; and the general 

expenses of management and supeixision. 
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To summarise on broad lines 

(i) Business of Factor, Merchant, or 

DisirihiiiCY, 

la) Trading Account .—Debit the 
account with the initial stock, pur¬ 
chases, and the cost of getting goods 
into the warehouse or store. Credit 
the account with Sales and the final 
stock. The balance represents gross 

profit. . 

[h] Profit and Loss Account.—Lrefiit 

the balance of gross profit from Trading 
\ccount, discount (if a credit balance), 
and similar items. Debit all sales ex¬ 
penses, carriage of goods outward, dis- ; 
tribution expenses, and administration ' 
expenses. The balance represents net 


(2) Manufacturing Business. 

(a) Manufacturing Account.—Debit 
the account \\‘ith the initial stock, pur¬ 
chases of materials, productive waucs, 
rent, rates, and expenses of factory, 
carriaize of goods inward, and c^c^\ 
expense incurred in the production of 
the articles manufactured. Credit 
sales and final stock. The balance 

represents gross profit. 

(bl Profit and Loss Account .—As in 

(I) (b). 


profit. 

Some difference of opinion exists as to the proper treatment of 
discount on Sales and Purchases. It is submitted that all trade dis- 
counts should be dealt with in the Trading Account, and cash discounts 
in the Profit and Loss Account. The student will be aware that it is 
usual to deduct trade discounts when invoicing goods, so that onh net 
amounts appear in the Sales Journal—in most cases, therefore, no 
actual entries regarding trade discounts appear in the books. Similar 
diversity of opinion also exists in the treatment of carriage, and the 
examination candidate will be well advised to treat all carriage inwards 
in the Trading Account, and carriage outwards, as part of the cost of 
distribution, in the Profit and Loss Account. 


Errors in Examination Work. —The examination candidate has 
been adcised to confine the Trading Account to the prime cost of 
the articles dealt in. The items remaining in the Trial Balance, 
chargeable against revenue or to be added thereto, after the items 
appertaining to the Trading Account have been dealt with, must 
perforce appear in the Profit and Loss section. These items will 
consist mainly of distribution and management costs, items of revenue 
also appearing occasionally. Before the account can be closed, certain 
adjustments, e.g. provisions for wastage, etc., will be necessary, but 
these are contained in supplementan,- “ instructions,” and do not 
figure in the Trial Balance. Analysis of a few typical examination 
Trial Balances will disclose that the revenue items remaining after the 
preparation of the Trading Account consist chiefly of such items as; 
Rent, Rates, Taxes, Interest, Bad Debts, Office Expenses and Salaries, 
Directors’ Fees, Carriage Outwards, Transfer Fees, Royalties, Legal 
Expenses, Travellers’ Salaries and Commission, Preliminary Expenses, 
Discount, Insurance, Bank Charges, Advertising, Postages, Stationerv, 
Apprentices’ Premiums, Trade Expenses, etc. 

In the absence of specific instructions to the contrary, the items 
set out above should be dealt with in the Profit and Loss Account 
section. Careful attention must, however, be paid to an^• indication 
as to the proper treatment, which may not actuallv be expressed in Si: 
many words. For instance:— 

V 

B 
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U'pSr'm the'item 

the q»es«o„) and .he po«»-PP 

*ErrppU".au1hHn ^ facto-, and .he fac.on- should 
''“7srf«A° hems mav app'etr as follotvs: Sf«( mui Raks {Ficlory. 

actua? examination questions and show where the candidates went 
wrone in dealing ^vith them. 

!?.p.«SN Aa »d M.ch.„..-, .0%. 0«ce 

Furniture, 5 °o- ^ ^ Trarrip.; stood at /s,42o, and Loose Tools at 

In the Trial Balance. Motor Lorries srooa at *3,^ 

j. 1,90b. iiGtVi tiip provision for depreciation on 

Some candidates but^entirelv overlooked the plain 

"rS’i Mu tc”»nht°»v 7 „,"hrLu..cd i.'a. ov.,s..c»... 

of'the net profit by iS2 2_ ac°crued due as on December 31 

Jlhislrahcn (b].— The E-. . informed that the company 

had not been provided for. The candidate r^as inter 

had issued 420,000 5% Pebentu^es^on >nuar>^ L^an^, 

4300 appeared as a debit to ,vas that accnied due for the/uj//- 

vidication that the only i^norin" the indication, charged the 

vfcir to December 31. Man> <:and‘da ■ mentioned above. 

frSh 'a 500 CardLs 'oversight of such a point as this is a common 

fcV-" Ma-actunnp, 

new patterns for use in the Conipan> s fficto^. deducted £962 from 

appeared in the Trial Balance. A nu failed to add a like sum to the 

the wages in the Manufacturing Tut/ailed^to^aQa _ ,. ^1^,3 

asset account (Patterns), and K-^effected bv candidates through dealing 

i5 typical of adjustments incompffitel> salaries, directors 

with one aspect only of I examples of these one-sided adjustments, 

fees, and the like aho provide in the Balance Sheet. . 

omission being made to ^^^edule them treatment of revenue expendi- 

lllu<lranon ( 4 ).-In the reverse direction me uea accounts, 

ture the benefit of which extends be>ond th p p , example ; “ Insurance 

;i-x7: r£c„;t 

bu. o™..pu.«..bedu,. .h. 
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/117 as a temporary asset m the Balance Sheet as " Expenses Pam in Aavance, 

^“'^T?e“Ve?ro«'woildtf obviated if candidates would remember that all 
adjJ^mLtr^si^ ^he Trial Bailee, attect Mance .beet an 


Revenue Expenditure. 

Revenue expenditure may be delined broadly as expenditure that 
does not increase the value of the hxed assets by the use of which die 
lacome of an undertaking is eamejL Such exiienaiture ‘ 

the cost of maintaining the fixed assets m etticient vorkm., ' e , 
the cost of manufacturing and distributing the goods dealt ^n^^id the 
management expenses of the business. It is sometimes ditncult to 
differentiate between Capital Expenditure and Revenue Expenditure. 
Capital Expenditure mav be deemed to consist of the cost of any addi¬ 
tions or alterations to capital assets that increase the earning power 
of the business; Revenue Expenditure consists of the cost of re¬ 
constructing or rehabilitating hxed assets -ordinan. replacement:?, 
renewals, and repairs of such assets. We vail consider he^ t\pical 
items of revenue expenditure which commonly hnd a place in Examina¬ 
tion Trial Balances:— 

Wages.—As alreadv stated, the close of a hnancial year is not always 
coincident vith the end of a working-week. W ages accrued due 
since the last pay dav to men employed in the distribution side of the 
business should be charged to Proht and Loss Account; but if wages 
have been paid in respect of capital expenditure, a transfer should be 
made from the credit of W ages Account to the debit of the particular 
Asset Account. Wages paid to the workmen of a hrm or company for 
tim.e spent upon plant and machinen’ installation, the making of loose 
tools, building extensions and the like require this treatment. 

Ilhistyaiicn.—'' Manufacturing Wases, £265, had been expended in the 

installation of Plant in the Company's Factory." 

Here, Manufacturing Wages, in the Manufacturing Account, should be 
reduced by £268, and a like'amount be added to the Plant account teferc 
provision is made for depreciation at the stated rate. 

In theory, Journal entries should be made for outstanding wages and similar 
items. In practice, the relative Ledger account is debited with the amount 
accrued, and this amount is then brought dov^'n as a credit baJance, and is 
scheduled amongst " Sundr}’ Creditors " in the Balance Sheet. 

WAGES ACCOUNT. 

Dr. Cr. 


19 .. 


C.B. 

4 

Dec. 31 

To Cash. Wages 



paid to date 

62 

5.3^7 

M 31 

,, Three Days' 



Waees accrued 
to date, carried 
down 

/ 

\ 

135 




£5.502 


?. d.\ 10 .. P.L 

Dec. 51 By Trading .A-CCO'-ini 16 


C s. d. 
'.^02 c o 


£5,502 D C 


19 - 

Dec. 31 By Balance brought 

down 


IxS 0 IT 
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Salaries— Here also salaries accrued due must be promded for. 

a^dlo^he fund? SedriorTm t^B^ance 

♦-'u-\-ci "\f Q monntrictiircr th^ 5sl3.r\ ot xnc 
Tt Thp account'^ are tho^e oi a manuidtLuici. u ^ 

shtet. It t ^harc^ed m the Manufactunng Account, 

tactory manager should ^ Manager's salart' is separately 

SeVequirements of Schedule D .Income Tax) as dealt ^^uh later. 

•n- fr.rc’ Fpps etc_The fee' to which Directors are entitled 

=5 “SHSISAI 

fCid one of-.he toird have been 

fixed in his agreement tvi.h the “mHan.^ o.^bv ! 

a charge m the hrst ot tne ^ between " emoluments in 

iid ?o S7d-t::n?rr;UoS 

pavable to a manager who is also " if this has 

Directors rnax uau e - minutes, etc.) the unpaid 

ntm\^rt'oUhV”llra.>on cann!;. appropriarelv be shovm m 
the ProS i^Loss Account ,as might ^ the-jb 

one »f the ;*itecwjs^ 5 ^^^^^ a%?inufacTuring charge) then the total 
“nmneratlm m« be st.nmd separa.elv bv way of a note: the amount 
of detail to be disclosed '“U 'j "O’" ' ■ jje; " ),-« of income 

tax'' do ;» mould be efiuivalen. 

“ ''EximmatlloTqi'tmns frequently indicate that charges mentioned 
above in the first paragraph ot this section ate outstandi g. 

/,y,cea.cy..-' Diteciers- F«. 

;"q;Sr,V™ 31 b" liab-™^ 

. "Slf <.00,10. m. BCnce She« 

for :ces due but unpaid. 

„ E-s: Ks.iirs'i =’ 
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,he cost ntav be capitalised bv t^^sfer to ^ ^lach^ry and^Plant 

Ihe old asset account, after crediting thereto the proceed, of .ale 

the old asset, is ^ratten off against revenue. ^ 

heavv repairs occur ever^• few years in certain traaes, 

where powerful acids are employed in manufacture, and then it i. u. 

the outlav, thus eqLlising the charges against profits. The amount 

held in suspense is carried to a Repairs bi 

ance Reserve). Sometimes an accoun of this kind a mate 


nnrf‘ Keserve . ouiucuinc^ an .... 

annual transfers from Profit and Loss Account of equal amount the 

?osl of ail repairs actuaUv executed being debited against the fund 

The annual contnbutions to the fund are determined by rte actua 
expenditure upon repairs incurred m past years. If thi. practice 

financial’period. Should the fund be in debit, it will be obvious that the 
annual contribution needs to be increased, unless the deficit is due to 
abnormal circumstances, which will adjust themselves in the near 

A fund of the kind is useful where it is known that in later years 
particular assets will demand hea\T repair expenditure, or where the 
repairs will be irregular in their incidence. In such cases an estimate 
of the repair cost for the whole “ life ” of the asset or assets should 
be made, an equal proportion of which should then be charged against 
the Profit and Loss Account for each year of the assumed fife of 

th6 ^ssct or assets. 

Buildiui Renewals and Repairs.-Jhtse are governed by the same 
considerations as outlined above. Unless they permanentl} increase 
the value of the property, or add something which was not there before, 

all repairs and renewals should be charged against revenue. 

The operation of a Repairs Equalisation Account is shown in the 

follomng accounts 


PROFIT AND LOSS ACCOUNT, 


Dr. 


Cr. 



^ ' d. 


To Repairs Equalisation 
(annual instalment) 


Account 


250 0 
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REPAIRS ACCOUNT. 


Cr. 


Dr. 


ro C^b. Cost c-i Repairs for the 

.. 


a. 


’10 0 0 


i :io 


o o 


Bv Transfer to Repairs Equalisation 


Account 


s. d. 


210 0 o 


*210 o 0 


1 


BALANXE SHEET. 
(Liabilities Side.) 


Repairs Eqaalisation Account 


i S. d. 
40 o ® 


u- —These if ^epaiatelv stated, should appear in 

the ManSunng Account, si^ce t“hey represent the cost of maintam- 
!ng ihe machinery- asset in a fit state to earn revenue. 

tSle shouW L^hargldTn the Manu- 
rcmnufot the Trading Account, ^a^niro^wlrdl 

^nTrfi'heTeoodf deT^^^^^ or merchandise re-sold, should appear 

in the ProfiCand Loss Account as a distnbution expense. 

"^nTr!m the ^^2 t" c^ m 

‘Unlv 'a oLtice which ii not in accord with comineraal usage, 
See ii doel nofgtve a correct figure of the actual turnover for percen- 

taee comparisons. 

Rpnt Rates and Taxes.—All outstanding liabilities under these 

heads must provided for and 

correctly apportioned . ^e apportioned between 

trpe^noS:’and ^ port- be held in suspense as an 

Rents received iviU be credited to the Trading 

Su bfcre^dited to Profit 

Xcc:& d^s^d c.. 

K A'''™dTcn, ReSSr) Ul“ rot dc ,1; tnfonna.ion for checking 

.a; r ^ 

irrecoverable arrears. 
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In examination work attention must be paid 
Jlirup between the^Trading and Profit and Loss Accounts If a 

should be credited to the Profit and Loss Account, and not be dedueted 
from rent paid, as candidates sometimes do. 

Ground Rent.— Rent paid for the occupation of land upon which 
houses, offices, or factories are built should be treated as outlined abo\ e 
and should be apportioned, if possible, between the factorx and 
office Ground rent should be stated separately m the Profit and Loss 
Account. The item should be shown “gross,” any income tax 
deducted on payment should be debited to Ground Rent Account and 

credited to Income Tax Account. 


Royalties.—Royalties are dealt with in Chapter XVIL In the case 
of quarries or mines they are a charge against the orking Account. 
In other cases thev consist of fees paid to patentees, owners of copy- 
ri'^ht, etc., for the right of user of patent machinery, manufacturing 
presses (constructional, chemical, etc.), or for the right to reproduce 
and sell copyrighted works. In all these cases the royaky should be 
charged against the Manufacturing or Trading Account. Such royalties 
are usually payable upon some agreed unit of manufacture or sale, and 
are fixed by' agreement between owner and user. .Any royalties 
accrued due on output or sales, as the case mat be, since the last 
settlement date must be passed through the books, Royalties .Account 
being debited and credited as shown in the case of W ages .Account on 
p. 27. .Any income tax deducted on payment should be adjusted as 
in the case of Ground Rents, as explained above. 


Trade Expenses. —This is an omnibus account which includes a 
multitude of items of diverse kinds. Both the term and the account 
are often looselv emploved, since, usually, it covers both Trading and 
Profit and Loss'items. 'In practice, the account is frequently allocated 
as between Trading or Manufacturing .Account and Profit and Loss 
.Account. If the examination candidate is given no guidance as to the 
treatment required, he should charge the whole to Profit and Loss 
.Account. Sometimes, however, indication of treatment is afforded in 
an examination question, thus:— 


Illustration .—In the Trial Balance there appears “ General Trade Expenses 
(Factory- and Offices), £SgS/‘ and, later on, the information is given that '* the 
offices occupy one-eighteenth of the floor-space of the company’s property.” 
This is an indication that one-eighteenth of the general expenses should be 
charged to Proflt and Loss Account. 


The modem tendency is to divide expenses of this kind into 
“ Factor}’ Expenses " and'“ Office Expenses.” If separate items under 
these headings appear in a Trial Balance thev are doubtless required 
to be charged to Trading and Profit and Loss Account respectively. 

The Inland Revenue officials are apt to be somewhat curious as to 
the composition of the Trade Charges items in accounts submitted to 
them; it is advisable, therefore, to describe this debit in the following 
detail; '‘Postages, Telegrams, Trade Subscriptions, and Petty Ex- 
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-.r inrlndino- anv item> not allowable for income-tax purposes. 

and donations, etc., should be stated separateh. 

StaHooen-, Stamps, etc., ia Hand.-Where the 
these, the stock of katiotier;-, 

catalogoes, postage >'™P'„ P-''^®!, value. It is then 

r„rman1;ll“srhn f ct^ 

S”paSl SGdtng stock as an asset 

in the Balance i-heet. 

Account, and to the ^undrt Creditor. fumish the particu- 

Outstanding interest on Pass B^ook immediately 

r/uirihi1eraiXc'"^“re'’a«o?l m the Balance Sheet ts a 
fruitful source of error. Wsi ta Pmfif- and Loss Account. 

. 'T^SbSnif:: 0^ or front 

mfl eSEnge. an! ,s, therefore a huaururMr^ ^ 

,rar^d’’S"Sffirrd“t;'“nTPSS^r^rfde or^^^^^ 

interest, as some ettamination eanito^s Me apt^m^^^ ^ 

.,,fr?oir:sp:>p\,e W « 

f r r sisfa;;-r 

r"pa™™t rdnungent upon sufficient profits be.ng made 

from which to discharge them. ^ 

Trade loterest^lnte™^^^^^^^^^ 

?r,:r In'“lysLs no. ^ 

"Cid VrSleTifa i;™oun., and nor be included rvi.b 
loan and other fixed annual interest. 

' Discount.-Trade di.oun, "'“f,”! “Ury^he W„«d ffi™ 

trade discount. 
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In some cases casli discounts received on 
sales, are deducted from the purchases or the 

ment, though the point is f m 

businesses a single account is as the case ina\ 

allowed, the balance only ^ ^ ^ f„„,„v..d 

require m the Profit and Lobb Account ^ however both'the debit 

when answering examination question . . 'in.i wu'e it is an 

Ld the credit fotals of discount are given in ‘ ■;,;i 

indication that the discounts on purcha.w^ and sak r, aic t 

^Examinatfon questions sometimes demand ‘ ‘-'l f 

Sunt as we have seen, does not reach the Ledger, since it .. deduced 
in the Sales and Purchases Books. Cash discount it i,-. contend(d ■> 
contingent upon the debts being paid on or befor,' the 

others it is disallowed. In the author’s opinion, cash discount, dmiild 

be treated as financial transactions. If a provision for discountMsinad. 

the procedure is precisely similar to that employed m he (,i.e of 

Account of the amount of the provision, a like amount being deducted 
from Sundry Debtors in the Balance Sheet. If a provision ^ 

for discounts on debts due to creditor., the eiitrv m the 1 roht a d 
Loss Account is reversed, the Sundry Creditors, being reduced bv the 

amount of the provision. 

Insurance.— This charge frequently covers a period in advance ol 
the financial year covered by the Accounts. 'Ihe proportion of the 
premiums paid applicable to the next financial period should be credited 
to the Insurance .-Cccount and treated as a temporary asset m the 
Balance Sheet. Such an adjustment is frequently reciuired by examina¬ 
tion questions, and failure to deal with both aspects of the adjustment 

is a common occurrence. 


Advertising.— When a new commodity is introduced to the public 
by means of large advertising expenditure, it is the pr.actice, in some 
cases, to spread a proportion of the initial expenditure o\cr seccral 
years’, and to treat that portion of the expense not charged to current 
Profit and Loss Account as a temporary asset to be written off o\-er 
a period as in the case of Preliminary Expenses. There can be no 
objection to this procedure, provided that the amount carried forward 
is determined reasonably. When the cost of advertising has subsided 
to the normal annual expenditure estimated as necessary to maintain 
the sale of the commodity in public favour, all advertising expenditure 
must be charged to Profit and Loss Account for the year in which it is 
incurred. 


Commission. —Commission paid to travellers and salesmen is a 
selling expense, and should be charged to Profit and Loss .Account. 
The destination of commission earned will depend upon the nature o) 
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the buxine- \\'here, for example, a mantle manufacturer seUs goods 
of his own make, and also goods of a foreign manufacturer on com¬ 
mission, the commission earned should be credited to Tradmg Account 
as protit earned bv the warehouse. If. however, the commission earned 
wa^ m respect of'financial assistance to the foreign manufacturer, then 

the income should be credited to Profit and Loss Account. 

Mana?ins Directors are sometimes entitled to commission on ^oss 
turnover,"or on sjoss or net profits, or on dividends paid to shareholders. 
The sum due under these heads will need careful coinputation m 
accordance with the agreement between the director ^d the companv, 
and if it is based upon profits or dividends, should be debited in t e 
Appropriation Section of the Profit and Loss Account. If the 
mission is based upon turnover, it should be debited to Trading -Account 
and care must be taken that all returns are deducted, and that the 
commission is calculated on nd sales. Income Tax cannot, n the 
absence of agreement, be treated as a charge against prohts m c^t- 
in‘^ the amount of a manager’s commission ba^ed on a percentage of 
chi profits [Johnston v. Chcstergate Hat Manufaduring Co., .iQidJ. 

Preliminan' Expenses.—These ■ ' 'j—i *..... 

the registration and flotation of limited companies. They compnbe, 

inter aha, stamp duties and registration fees; the 
advertisinsr, and distnbuting the prospectus, pnntm., the iNIemoran 
dum and" Articles of Association; professional lees to sohcitors, 
accountants, valuers, etc.; underwntmg commission, and the .^ike. 

\ special ledger account is opened to which such expenses are debited 

whole brunt of this outlay. The usual practice is, 

tradin^^ That such treatment is within the powers of a limited com¬ 
panv was recognised in Bale v. Cldand. The balance of account 
be separaTelv stated as a temporary asset in the Bdance bheet. 
If the promoter of the company has undertaken to pa> all P^^T^ma . 

betn charged to the account. Care must also be taken that the tot^ 
expenses do not exceed the estimate which forms a necessarr- part of 
the Statutorv Report and Prospectus, though there would appear to 
be no penalty if the estimate is exceeded. 

Dividends Paid.-Preferencc dividends paid during the current 
vear, or interim dividends paid on ordinary shares, should be entered 
in the .\ppropriation Section of the Prunt and Loss ' 

•IllSt such pavments in the main section of the account tends ^ 
obscure the aceount and to make it ditfi' ult to see at a glante the actua 

tridin^ for iho j 

' It ?s obligatorv also to set out dividends fyropose.i to be paid an 

of course, it is important to distinguish clearly oetween duidends 
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which have been paid and those which are pr.:.posed. 
a suitable method 

PROFIT AND LOSS ACCOUNT. 
IDebit Side of Appropriation Secti-an.^ 


Jo 


The following is 


To Dividendi on Share Capilai ■ ' 

On S'o Preference sharea, paid for the >cdr 

On Ordinary* Sbarc*a: . ,, 

Interim dividend of is. 3d. per sn.xre 
Final dividend of is. >i.. per share now reocm' 
mended, makin? 3s. cd. m all icr the yc^r . 

Balance carried forward . • • 


J 

5. J. 

3.3CO 

0 

0 

if.503 

0 

0 

Z'^.lOO 

0 

0 

'.550 

0 

0 

i.5i.A50 

c 

c 

d and 

costl 


Deferred Revenue Expenditure.— Exceptior 

ture is =;ometimes “ held up " in the Balance h..v.v.., --r- 

being charged annuallv over a period to Proht and Loss Account, as 

in thi case of Preliminary- Expenses. The expenditure he d ^ 

is treated as a temporary asset as explained on P- 34- ^ ' 

special power is given by the Articles to the directors to sprc< c 
expenditure over a term of years when justified by the nature of tlie 
outlav. --^part from this, there does not appear to be any direct lega 
sanction for the procedure, although it has long been conhrmed n 
custom, and is recognised in the Companies Acts, in the case of pre- 
liminarx- expenses, expenses of issue of shares and debentures, cuim 
missions on placing shares, etc., which must each be shown sc-parateU 
on the Balance Sheet until written off. 


Financial Expenses.—These usually consist of Bank interest and 
charges; interest on loans and debentures: discount, commi^^ion, 
and similar charges, connected with the financing of private or joint- 
stock enterprises. Thev are in a somewhat different category Irom 
deferred revenue expenditure mentioned above, but they are charges 
against revenue, and must be dealt with in the Profit and Lo^s .\ccount. 

Income .Accrued.— Revenue of this kind, consisting of interest, 
rents, and the like, must be treated in the_ reverse way from the charges 
against profits enumerated above. Profit and Loss .Account must be 
credited (bv means of additions to the relative items), and " Sundry- 
Debtors ” be increased by the same amounts. The various ledger 
accounts w-ill be treated in'the manner shown on p. 27. except that the 
entries w-ill be reversed. Dividends, however, should not be antici¬ 
pated. .As regards dividends on ordinary- shares this is almost self- 
e\-ident, since the amount of the dividend cannot be known till the 
dividend is declared, and therefore there is no ascertained figure on 
which to base a calculation. It is true also, however, with regard to 
preference dividends; since these do not become a debt till they are 
declared thev cannot properly be regarded as accruing; even where it 
is know-n that they have in the past been so well covered by profits 
that the declaration in due course mav be considered a moral certaintv 
it is better not to anticioate the actual declaration. On the other 
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hind it permissible to take credit for, and bring in as an asset, ^y 
du-idend. whether preference or ordinal-, recen-able out of the profits 
of a period ending not later than the date of the Balance Sheet we are 
drawing up and actually declared before the date on which we are 
preparing our accounts. The required information for entne. m 
Hect ch- income accrued can be ascertained from the ledger accounts 
relating to investments or from the Investment Ledger it one is kept. 

Transfer Fees.-Receipts under this heading will, oUourse, appear 
only in the Trial Balance of a 

Stenng the transfer of shares from seller to ouver in the share 

SonL'from this source Imn'be checked with the number of transfer, 
med mid should be credited in the Profit and Loss Account in a separate 
item’, and not be deducted from office expenses, as examination candi- 

dates sometimes do. 

Apprentice’s Premiums.—It has been stated already (see P- 

credtr.o M..nuf.>ctun,.g Account. ENUutinuUou 

fee S soorrleived from A. B. for five years’ articles one year of which 

credit one year’s fee (iioo) to the current year.^and to carry- fo^ard 
the balance of aqoo as'a liability in the Balance bheet to be dealt with 

in equal annual instalments as the years expire. 

Profit on Sale of Investments.-If the undertaking be that of a 
finance or trust company, whose business it i. to d^eal in in\ . ^ 

Lol^Account. Profits made on the sale taken to 

^nSns held form part of a reserve funffi U is 

profits realised on their sale are more wiseK taken to the re-era e tun 

and re-invested. . _ 

Premiums on Issue of Shares.-These are 

this to their being credited to Profit and Loss and distnbuted a 
dividend The loqS Act, however, has altered thi. po.ition (-- o h 
This section lavs'down that henceforavard anv such sum he 

transferred to a " sh.tro premium account ” and. that, save ^n state 

saml wav as the paid-up share capital for the purpose, of ^he mk. 
y‘pplvin- to a reduction of capital; that is to say, its 

The 'ame section of the .\cti are that the share premium may be u^d 
either 'll in paving up unis.sued shares as fully paid bonus -har^- 
(If in writing off (-’) the company’s preliminary expen^eb or (3) ^ 

AA ol debentures, or ^) in providing for the premium parable on 
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the redemption of anv redeemable preference shares or 

The section applies to premiums on shares issued 

194S unless It had already (pnor to July I 94 i» applied so that at t^t 

date it no longer formed an identifiable part of the compan> s reserx e.-,. 

Entrance Fees and Subscriptions— If the accounts under con^tru< - 
tion are those of a club or non-trading society, it will be found usuallx 
that some subscriptions have been paid in advance of the hnancial 
period. All amounts so paid in advance must be eliminated from the 
Income and Expenditure Account, and separately stated 111 the 
Balance Sheet as a liability. Subscriptions in arrear must be credited 
to Subscriptions Account, and be stated separatelv as an asset in the 
Balance Sheet. Entrance fees are usually treated as income for the 
period during which thev are received. In strict theory, entrance fees 
ire in the nature of capital, but by common custom they are treated 
is current revenue, and the examination candidate should follow this 
practice, if he is called upon to deal with accounts containing such items. 

■ The ’student will at this stage clearly understand that the one 
pbject of aU the adjustments referred to above is to ensure that the 
vhole of the income and e.xpenditure which has accrued during the 
particular financial period dealt with is included in the Trading and 
Profit and Loss Accounts, no matter whether the expenditure is dis- 
iharged, or the income is received, or not. The section of the Profit 
md loss Account dealt with above should be strictly confined to such 
terns as affect the actual profit or loss for the period. All other trans¬ 
itions should be dealt with in the final or Appropriation Section, as 
explained hereafter (see pp. 66-67). 


III. Profit .vxd Loss .Accounts ^continued). 

The various items dealt with above originated from actual income 
md e.xpenditure received, paid, or accrued due. The balances of the 
edger accounts whence these items are deric'ed appear in the 1 rial 
Balance extracted from a set of books prior to the preparation of the 
Annual Accounts, or in the list of balances submitted to the examination 
:andidate, as the case mav be. But before the net profit for the period 
:an be ascertained, certain adjustments must be made, which in the 
nitial stage are not represented by any entries in the books or the 
frial Bedance. It is now necessary to consider some of these adjust- 
nents. 

(a) C.APiT.vL .VND Revenue. 

In the majority of instances expenditure will have occurred during 
he year which will require to be adjusted as between capital and 
evenue. Such adjustments require great care if the profit shown is 
0 be the true profit earned. The expenditure with which such 
idjustments are most frequently concerned is expenditure upon such 
ixed assets as Buildings, Plant and Machinery, Loose Tools, Patterns, 
Patents, Fixtures and Fittings, and the like. 

It is impossible to devise an acid test as to what is capital expendi- 
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„re and what revenue «pend.ture 

capital to workmen for making a boUer to 

be used m his own works is “P f'JXr S”cmstitute a ch^e 
expended upon a boiler present wiiter remarked 

against reveni^. In ’ “A ^lav be saidAhat expenditure which 

extends or enhances the cost, is 

and enables it to “g^pe^^ture must be charged against 

capital expenditure. J pouinment ” In other words, revenue 

tsTafwhfch is urcUd m 

SlnUss®"S^rtK^^^^^ and distribution o, the goods 

handled. . • p^naidate when confronted vsdth 

The first task of the compiled, is to 

capital (Balance Sheet) items. ^d there should be no 

£;t\'m’ d^ril»r thoS\^^^^ ‘0 aapitol and 

balances the followdng appear - instructions '’appear, ~ Valuation of 

Tools, £r,.% 4 .- A”^ ManuEuring Wages (£364) 

Loose Tools at end of the 1 ' ■ - • • companv's factors’, 

W Account 

should be stated at /1.12S. amved at as foUoNNS. 


2,864 

364 

3.228 

2,100 

/i,I28 


Balance at beginning of the year ■ •■ 

did tVages paid during the > ear 

Less Valuation at end of the year . • ■ ■ 

Depreciation to be charged to Profit and Loss .Account . • 

In the Balance Sheet, the asset would appear as follows: 

2,S64 

Loose Tools • • • ‘ ‘ , 364 

Additions during the year . 

Less Depreciation . ■ - ■ ‘ ' 

p.a„r a)!S irml^for" s&'l^ndfuS ,7 cfpI.r^c^S- 

Hence the treatment illustrated abo\e. 



/2,IOO 
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Hard-and-fast rules cannot, of course, be laid down. Each case 
must be considered on its merits, and in the light of the general rules 

^ven above, . , , 

For example. £500 has been spent upon: (rt) repair^, (--■) rep ace 

ments, and (c) additions to a cigarette machine. The repairs (a), cost- 
in^ /40, were necessary owing to careless handling of the machine. 
The "replacements (?>)/co5ting £60. were necessaiy* because certain 
running parts of the machine failed to function properly owing to wear 
of the parts- The additions ic), costing £400. consisted of certain 
adjustments to the machine, by which its output of cigarettes was 
increased 3,000 per hour. Neither (/?) nor (6) add anything to the 
oridnal value of the machine. These expenditures simply keep the 
orimnal machine in fair ninning order. Both expenditures are there¬ 
fore chargeable to revenue. It is otherwise with the expenditure fc). 
Here there is an addition to the original asset by which its earning power 
is increased bevond its earning power when it was originally installed. 
The £400 spent in acquiring this added earning power may therefore be 
legitimatelv added to the capital value of the asset. 

Revenue Charges in Suspense. —Adjustments may sometimes result 
in so heawv a charge against revenue that it is customary and legitimate 
to spread the expenditure over several years. A removal, perhaps, 
affords a good example of this treatment. 

lUustraiim. —Blanks, Ltd., removed their factor}' to more commodious 
premises. 

(а) The actual cost of dismantling, removing, and re-installing the plant 
and machiner}*, furniture, stock, etc., was £2.396. 

(б) Plajit and Machiner\* stood in the books at £10,876. One machine, 
standing at £500, was obsolete, and the opportunit}' was taken to sell it 
for £100 and replace it by a modem machine costing £875. 

ic) Furniture stood at £782, and a portion of it, being unsuitable, was sold 
for £So, the book value of the sold portion being £125. New furniture costing 
£495 was purchased for the new ofhees. 

{d) Fixtures and Fittings stood at £1,200, and were sold to the purchaser of 
the old premises for £Soo. New fixtures and fittings were purchased for the 
new factor}' at a cost of £1,850. 

Solution. —The adjustments as bet\veen capital and revenue are as 
follows:— 


{a) Removal Expenses 
(fc) Plant and Machiner}'— 

Loss on sale of obsolete machine 
Cost of new machine 
{c) Furniture— 

Loss on sale of unsuitable furniture 
Cost of new furniture 
(i) Fixtures and Fittings— 

Loss on sale of old fixtures 
Cost of new fixtures 


Capital. 

i 

Revenue. 

i 

2,396 

~=>75 

400 

495 

45 

1,850 

400 

£3.220 

13.241 


It may be assumed that the removal \vi\l benefit future years. It is there 
fore legitimate and usual to spread the revenue adjustment—in this cast 
£3,241—over from three to five years, as in the case of preliminar}' expenses. 
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(b) Depreciation. 

an asset due to naturaU\ear ' or similar causes. \\ ear and 

effluxion ot time, accident. ob:.o erc ■ ' ^ ^ assessed with 

tear .a inseparable fronr C rdescence, fall ,in 

nSket value, and other outsde causes 

for. The term m ? or'd'iminution in value. Flitctua- 

deterioration rather than sudde cau'e^ is not depreciation. 

tw,i v: vahu- owing to market or other Buctuation is 

Depreciation is a as well as to 

temporarv, and may operate to i - yithough, of course, a fall 
diminish temporanly the provf pemanent. The real 

object of adjustntents for deprecation s to dntnbute the 

of wasting assets ot er f ™ in eaniinl protits gradually 

machinery anu similar the meamre of this shrinkage m 

value is termed depreciation, and mu,t be pmnleai^ 

A ^vord which is increa-m^gh co ^ accounts of a business 

AMOKiiz.xTioN. It means replacement of 

hxed SeTf The" expression 

n-tv :n "Ste'n^ Vund in the published accounts of 
liniited companies in the sense here explained. 

Fluctuation in Value.-The J-tuation m be 

their value to a coins coiuern yittea ^ 

=~ h; 

irssyis;y»Si.s.—iiii 

nuitter cvhat ;ro.« prontc " y,,,Tv the Profit and Loss .\ccounI 

^SclGnkTlt'ihc mTulackrtrs capital account 

kicnsemp 
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value vvould £. 00 . If 

cosl less £100 the proceeds of o? he macLe spelk.ng, 

Blanks, Ltd., paid jn ^ i have borne its due 

rr xss “.rt' ..™.na«d « 

the end of the five vearsrvhen the machme was sold for £ 100 . 

Depreciation must be credited to the asset account m d^^mn and 

and Loss Account. The transfer ma.v be either direct or hrough the 
Toumal- theoretically, the use of the Journal is desirable, but it is not 
S necessar^y If the Journal is used the entries will be on the 

follo\mg lines:— 

JOURNAL. __ 


19... 
Dec. 31 


Depreciation Account . . • • • ■— 

To Machinery and Plant (io%^ . . • • 

Loose Tools (as per valuation) . 

Furniture ( 5 °c.) • • ; , v 

For depreciation for the year ended December 31, , 

IQ«• • 


Dr. 


/ 

371 


5. ci. 


200 

151 

20 


31 ; Profit and Loss Account 
I To Depreciation Account 
Transfer of balance. 


Dr. ^ 


371 


0 I o 


371 


0 o 


In this manner, a comprehensive record is available for reference 
in future years. Examination candidates frequently omit one side of 
the depreciation entries, and the few minutes occupied in journalising 
them as above will ensure correct treatment, and is time well spent. 


Methods of Assessing Depreciation. —The assessment of deprecia¬ 
tion must of necessity be based upon estimate. There is no room here 
for dogmatism, and tables of fixed rates of depreciation designed for 
every trade and asset are worthless. Each case must be judged on its 

merits and in the light of all the circumstances. 

The accountant’s task is; {a) To assess as closely as possible the 
monev equivalent of the depreciation that will take place during the 
life of the asset, and (b) to distribute this assessment equitably over 
the working life of the asset. 

In order to do this the following data are necessaiy; (a) The 
original cost of the asset, {b) the interest on the capital cosL (c) the 
probable working life of the asset as employed (some machines may 
stand idle for long periods, others may be worked both day and night), 
(d) its scrap value at the close of its useful life, [e) the degree to which 
it is hable to become obsolete, {/) whether the asset will be maintained 
in ef&cient repair. The answers to (c), {d), (e), and (f) wiU be supplied 
by the technical experts. 

WTien the amount of the depreciation to be pro\ided for has been 
assessed, five methods are commonly employed for its distribution 
over the life of the asset. These are; (i) The straight-line, or equal- 
jnsfalment, method; (2) the diminishing-balance method; (3) the 
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^ > Pthorl- iB the Hnking-fund method; (5) the insurance 
annintv method, (, 4 ) .tne - ^ivti, mpthod—i r valuation—is em- 

pohcy method. Occasionally a ^x h ^ethod^^ 

ployed other methods, based on output, 

machine hours, emciency hour., etc., are .omet f ^ 

II) The Straight-Lme _ jf^ed-in^talment " method, the onguial 

knorvnnot j. divided bv the number of years of its 

or present value ot the t a,, equal part of the cost 

estimated usetul or u ork ^ repairs and renewals of the 

is debited each Xear of th , if the scrap value of the asset at 

asset also being charged « deducted from the 

original cost bdo.e the 

estiriiated working life be ten vear., and 1 s .crap xmu ^ 

1200, then the amount to be c , line method. If additions 

are made to the asset dunng it. hfe. thex mu.t De ue ^ 

way, and be spiead o^’^i C^arteTed tccountant^s has officially recom- 

“SSd ,l'rts'SXs1h““thSt.hod ts the tnost apptopnate one 

“ TheTTt^lS? claimed lot d ^ TedoseTf S life' 

to ’an asset so treated necessang 

falls more heavily on the later than th 1 ^ ^ 

asset. As to (c), «P™"“ Pf t o ks satisfactorilv, since 

rfrS "Ifalfs'™ tS :£ t'chlnes ate conn.etbalanced by .be 

“« TOl'SodU* applied to shot, leases and similat shotl- 

bvel ifls, all tepaits being chatged lo tevenne.^^ 

period 15, therefore, £1,200, or £200 per annum. 


CIGARETTE-BOXING MACHINE. 


Cr. 


Dr. 


To Original Cost 


i s. u. 
1,400 0 o 


Bv Depreciation Account 

: annual instalment) 

Balance carried down 


/ S. d. 

:oo 0 o 
1,200 0 o 


{1,400 0 o 


{1,400 0 0 


To Balance brought down 


1,200 0 0 
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account every year. If this method is adopted, care must be taken 

that the percentage rate employed is sufficiently high to allow ot the 

asset being eliminated at the close of its life. 

The chief advantage claimed for this method is that the revenue 

charge is equitably averaged, inasmuch as, in the early years, when 
the machine is new, the depreciation charge is heavy and the repair 
and maintenance charge light, whereas, in the later years, when the 
repair and maintenance charge is heav>^ the depreciation charge is light. 

Experience shows that this is probably the most popular method 
with business men. The difficulty is to induce them to adopt a per¬ 
centage high enough to reduce the asset to its scrap value at the close 

of its worffing life. 

Examination candidates appear to experience difficulty when a 
Trial Balance contains an asset account (commencing balance) vinth 
additions during the year, and also instructions that depreciation is to 
be provided at a given rate. In the absence of instructions to the 
contrary, the candidate should provide for depreciation at the given 
rate on the total final debit of the asset account. 

7//us/ra/»on.— Jlachinery and Plant, ;£i 2,950; Additions during the year, 
;^479. The company’s workmen were paid wages in installing the 

additions to the Machinery and Plant. Depreciation at 10% is to be written 
ofi Machinery and Plant. {Extracted from an Examination Trial Balance.) 

Solution. 


MACHINERY AND PLANT ACCOUNT 


Dr. 


Cr. 


1 1 

1 

1 ! 

'• r ^ \ J 

\ \ i s.d. 

To Balance . 

\ 12,950- 0 ; 0 

„ Additions during the 

: ' 

year 

1 ; 479 0 0 

„ Transfer from Wages | 

! ‘ 

Account 

I2I 00 


ji£i3,550 ; 0,0 

1 ! ‘ ‘ 


Ten per cent, depreciation on ;^i 3,550, i.e. £1,355 should be debited to 
Profit and Loss Account, and the asset be shown in the Balance Sheet as 
follows:— 

£ £ 

Machinery and Plant ..... 12,950 
Additions during the year .... 600 


13.550 

Less Depreciation . . . . . 1,355 

- £^ 2,195 

In actual practice, additions may be made so late in the financial 
period covered by the accounts that provision for depreciation may 
be considered unnecessary. In any case, additions create no difficulty, 
since depreciation of them can be adj usted to the date when they were 
made, and the needs of the case. In the great majority of cases, depre¬ 
ciation is written off the fined balance of the asset account as showm in 
the above illustration. 

In ex^ination questions, where additions to an asset are included 
in the Trial Balance, and a general rate is named for the depreciation, 
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^ ^ in The “ Instructions " follo\nng 

the candidate is sometimes additions was, e.g. 

the Trial Balance that the a e ^ ^ depreciation named 

September 30^ This ^(, 4 re the financial period 

coS 

Stee So«h: insS onhe ^^ITSprecauca per„„«ge 

will eliminate the asset durm,. us . ^ / j^jg^able balance 

onthebooksatthe endotthehle otthe^e^ hat-m/an estimated 

costing £1.000 and Pfdepreciation, be eliminated 
rate of 20% on the <immi:Amg b:daiue. 

books as of a value ^ on the diminishing annual 

asset depreciated at the ra e ot lo o on 

balance trill have a boo 4%°after 30 years, and 1% 

'I' ears’ 'Yrisnm always easv to convince business men of 

?hifdiference between ^^.^hod that the 

capital sank in the "n^Ld from'Tabtes, tnd is calc^ 

so as to eliminate at the 

at the close of the hie of account and credited to revenue 

agreed rate, is debited 0 ”, ^ capital expended on the 

asset earns the interest automaticallv as the depreciation 

chirce reduces the book «'“ 5 “ e diat Revenue bears a ocadually in¬ 
is constant. It is clear, theretore “cientilic system, but it is 

crearins burden. This i^ probabh objection to the 

not popular with the commercial u Account revised 

calculations must be made and. par ^ 
i^ii,:^XS.i^:ss;t’!;icim;;siiv-voiioirs:- 

asset ACCOINT. Cr, 


Dr. 


s. i. 


Tr. Ccrt . • 

TraBiter to rr?nt and 
l^c<^ Account, t-ein^ 

j.t ^ ‘ 1 




Ac- 


r. 


r, A 


BvProdt ar.d Lc^- 

beir.5 ancti^il 

d^rr?ciation cnarse 

tlbies 'rir eve vear^ 
Balir.ce cornea cotvr. 


277 3 4 

c 52 16 s 

✓ 

i'i,:6o o c 
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If preferred, the transfer of interest may be made to the credit c 
Interest Account, and thence, in due course, to the Profit and Los 

Account. 

(4) The Sinking Fund Method.—This method also takes int 
account the question of interest. A fixed amount is charged each 3 ea 
to revenue, and at the same time an equivalent amount of cash : 
separately invested. The annual instalment represents the amour 
which, invested at compound interest, will, at the close of the perioc 
realise a sum equal to the original cost of the asset. The asset remair 
in the books at its original cost until the close of its life, when the sin! 
ing fund is used to eliminate it. The advantage of this method is tha 
it provides the actual cash wherewith to replace the asset. 

The records of a sinking fund invested in Stock Exchange securitie 

(Arcadia 


Gold Bonds at par) are as follows: 


Dr. 


SINKING FUND. 

Cr. 


Year. 


f 

S. d. 

Year. 


i 

; f 

s. 

1 

1 To Balance carried down 

1,000 

0 0 

1 

Bv Profit and Loss .Yc- 

, 







count . . . : 

1,000 

0, 


i To Balance carried down 

2,050 

4 

\ 

0 0 

2 

By Balance brought down 

1,000 

0 






„ Profit and Loss Ac¬ 

1 



1 

1 

> 



count . 

1,000 

0 


1 

1 

, 

V 

• 


„ Interest . 

50 

1 

0 


1 

. 12,050 

; 0 0 



; 13,050 

i 0 

3 

1 

To Balance carried down 

3.152 

10 0 

3 

• 

By Balance brought down 

2,050 

0 




* 


,, Profit and Loss -Ac¬ 


' 

I 



• 


count . 

1,000 

0 

\ 

1 

1 


• 


,, Interest . 

102 

1 

10 



13.152 

10 0 

• 


13.152 

10 




1 

4 

Bv Balance brought down 

« w 

3.152 

1 

10 


INVESTMENT 

OF 

SINKING FUND. 





(Arcadia 

0 0 

Gold Bonds.) 



Dr, 







Cr. 

Year. 


1 , 

s. d. 



1 

■1 i 

s. 

I 

To Cash 

1,000 

0 0 


1 


, 


„ Cash 

1,050 

0 0 



1 ♦ 


3 

,1 Cash ... 

1,102 

ZO 0 



* 1 

t 

1 



13,152 

10 0 






Xote .—In practice, the investment of the cash instalment and the re-inves 
ment of the interest may not take place until after the end of each year, so th; 
on the Balance Sheet the amount of the Sinking Fund may appear greater the 
the amount of the Investment. The cash instalment for the ast year and tl 
interest would not be re-invested, but, with the proceeds of the sale of the inves 
ment, would form the fund available for the purchase of the new asset. 


(5) The Insurance Policy Method.—This is another form of sinkir 
fund, A capital endowment policy is taken out with an Assuranc 
Company for the amount necessary to replace the asset, maturing i 
the close of the life of the asset. The advantage of this method is, ; 
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compared with the sinking-fund method, that the exact sum required 
will be forthcomins when the asset is to be replaced, whereas a smkmg 
fund invested in Stock Exchange securities may, owing to market 
fluctuations in the stock selected for investment, result m a deficiency 
at the required date. Agam, a sinking fund, by pressure of circum¬ 
stances, mav bediverted from its original purpose. 

The normal method of book-keeping employed is to open two 
accounts. The first, to which all the premiums paid are debited, is the 
Policv Account. The second, the credit s^ide of which are posted the 
annual transfers from profit and loss is the Sinking Fund or I^demption 
Account. The balances on these two accounts will always be equal in 
amount, but on opposite sides. It is usual, but not obliptort, to 
maintain the policv account at either cost (the total of premiums paid) 
or surrender value, whichever is the greater. In rnost cases it ^ be 
found that in the first few years the surrender value is Ips than the 
total of the premiums paid to date, but after a penod the surrender 
value (bv reason of accumulating interest) begins to exceed the totd 
of the premiums by larger and larger amounts. As soon as this 
happens the policv account is wntten up to coirespond, the tranHer 
being to the credit of Sinking Fund Account. It \m 11 be rioted that 
under this method (and the same normally applies to the Smkmg Fund 
Method described under (4) above) the total of the transfers from profit 
and loss is equal to the total of the premiums paid (amounts in%ebted) 
and since this last total is practicaUy always less iban th^e capital 
amount for which the pohcy is taken out ^the proceeds of the mvest- 
nients) which in turn is equal to the cost of the apt to be rplaced. 
The total of the charges against profit is less than the cost 0^ Jbe apt 
The difference, of course, represents interest receivable o\ er the penod 
but not credited to profit and loss as such: actually this interest h s 
been applied indirectlv in reduction of the charges against profit. 

In the illustration it is assumed that: 

lu) the annual premium is iioo payable annually on Janpn’ i; 
\h) for the first three years the surrender value is less than the 

total of premiums paid to date; and 

(f) at the end of the fourth year the surrender value of the pohcy 

is .i’403 and at the end of the fifth year £ 5 - 5 ' 

ENDOtVXIEXT POLICY ACCOUNT. 

(Debit Side Only.) _ 


Year. 

I 

Dat^. 
Ian. I 
Jan. I 

To Cash 'Premium’. 

To Cash FTemiumi 

3 

jan. I 

To Cash 

• 

4 

J an. 1 
51 

To Cash 
„ Rederapiion 

; Accojd: 

% 

Jan. I 
be:, 

To Cash 
.. Redeniptior 

1 Account 


I 

100 

100 


S. d. 
0 0 
0 0 


zoo 

0 

0 

100 

0 

0 

300 

0 

0 

too 

0 

0 

3 

0 

0 

403 

0 

0 

too 

0 

0 

22 

0 

0 
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ASSET REDEMPTION ACCOUNT. 
(Credit Side Only.) 


Veai. 

Date. 




J. 

I 

Dec. 31 

Bv Profit and Loss -\ccount 


0 

0 

2 

Dec. 31 

By Profit and Loss Account 

too 

0 

K) 





i 1 

0 


Dec. 51 

Bv Profit and Loss .Acuoiint 

I 

0 

n 




3 CO 

0 


4 

Dec. 31 

By Profit and Loss .Account 

I Of; 

0 

0 



.. Policy .Account ... 

3 

C’ 

0 




405 


r> 

5 

Dec. 51 

By Profit and Loss .Accoure 

ICK' 

0 

0 



.. Policy .Account .... 

• * ^ 

* * 

0 

0 




{■525 

0 

0 


(6) Valuation Method.—Sometimes, depreciation is determined bv 
the process of actual re-valuation of the asset at the close of each 
financial period. In any case, such valuations, where practicable, are 
valuable as a periodical check upon book values arrived at by ordinary 
depreciation methods. This method is not suitable for heavy fixed 
assets such as buildings and the like. Indeed, in unscrupulous hand>, 
the method might become dangerous, in addition to being co>t!y. 
But some assets are particularlv suitable for re-vahiation. c.g. loose 
tools, copyrights, patents, horses, cattle, sacks, cases, casks, bottle^, 
etc. The difference between the book value of assets and the vahuition 
is treated as depreciation and written off accordingly. Slnnild the 
valuation disclose an appreciation in value, it is wise for bouk-kee])ing 
purposes to ignore the appreciation. 

Examination questions frequentlv indicate that the depreciation 
on certain assets is to be based on a valuation, particulars of which are 
given, as already explained at pp. 25-26. 


Depreciation Provisions—Limited Companies.—Until quite recentlv 
(this is written in 1949) it has been the almost universal practice (except 
under the “ double-account system ") to credit any depreciation to the 
asset account concerned, so that the debit balance on that account, 
which has been diminished by the amount of depreciation in (]uestion. 
represents the net going-concern value of the asset. In view, how¬ 
ever, of the requirement of the Companies Act, iqqS, that balance 
sheets should now disclose the cost of fixed assets, together with 
aggregate depreciation, it can be seen that, so far at any rate as limited 
companies are concerned, the old method is inconvenient and mu>t bt* 
superseded. Admittedly, if the books are methodically kept it should 
in theory be possible to derive from them the necessarv figures of cost 
and aggregate depreciation, but except in the case of a new bus^ne^s 
the ascertainment of these figures may be a long and laborious under¬ 
taking, and if there have been sales of a portion of the fixed assets the 
difficulty will be increased. It is therefore advocated that hence¬ 
forward the records of all fixed assets should be maintained in the 
books permanently at cost, so long as the assets are in existence. 
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fdiSS Poke oi partnerships and soir 
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scrapped. When ^ credited to the Asset Account and 
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of sale are together equal to ' sold remains in the 
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treatment apparent y doe. not provisions for de- 
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that been known. In this case only the depreciation 

Tune 30,1948 (orearlier date), would be accumulated as a credit balance. 

In such a case, i.c. where there are assets recorded at net book 
value ” it is most advisable to keep such assets m one account, an 
assets purchased later (to be shown of course at cost) m a separa 
Sount: failure to do so wUl most likely lead to difficulties and 
confusion later. Further, it is advisable, as a further refinement, to 
maintain also two separate depreciation accounts, one to record 
depreciation provided in respect of the ' net book value assets and 
the other depreciation provided in respect of the assets shown at cost. 

The onlv point still remaining to make is that it is highly advisable, 
in all cases’ to keep detailed inventories of all fixed assets, showing at 
least the cost and date of purchase of each item: if this is not done 
difficulties will arise, whenever a sale or scrapping takes place, in 
discovering the amount to credit to the “ aggregate asset account. 
As regards plant, the “ plant register,” if kept, serves the purpose; 
registers of furniture and fittings, however, have, in the past, been the 
exception rather than the rule in the author’s experience; accountants 
are apt to plead that the trouble of keeping such registers is not justified 
bv the advantages gained. As regards limited companies, at an\ rate, 
this plea is no longer valid, the keeping of registers now obviously 
leads to the saxang of trouble rather than the creating of it. 

We proceed to consider a few e.xamples:— 

Illustration i.—In 1951 Hacketts, Ltd., bought sLx motor lorries for /320 
each. Depreciation was provided at io% in the first year and 20% on the 
^vritten-down value in each subsequent year. Two of the lorries were sold for 

/350 in 1955. 

The depreciation and ^^xitten-down values are :— 


1951 . . . . . . 

1952 . 

1953 . 

1954 . . . . . . 

1955 book value of two lorries sold . 
Lea\dng four lorries, valued as on Dec. 

3^1954 . 

^955 

195b ....... 


Depreciation. 

£ 

192 

34b 

276 

221 


I18 

94 


IVritteH-do'j.’ii 

talue. 

£ 

1.723 

1,382 

1,106 

8-S5 

295 

590 

472 

373 


It is assumed that the profit on sale has been transferred to profit and loss (or 
to a reser\’e). The entries in the books will be :— 


Dr. 


MOTOR LORRIES (AT COST). 


Cr. 


1^51 To Cash 


A d. 

1.920 0 0 


£1,920 o 0 


1^55 By Depreciation ,\c* 

count 

„ „ Balance carried 

down 


5. d 


640 0 o 
1,280 0 0 


£1.920 0 0 


1956 To Balance brought 

down 


£i,2So 0 0 





)0 


Dr. 
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motor lorries-accumul.\ted depreciation. 




S. d. 


1051 

1932 


tj 

.t 

t * 

w 


1053 


Bv profit and 
I ' Accoimt . 
Bv Profit and 
Acco'ini , 

I 

I 

I 

i By Profit and 

ACC»‘‘UTlt 


' t 


Loss ; 


r 

« 

t 


Loss 1 


' T' 

XQ2 1 0' O 
34fi 1 O ; O 
O 
O 


53S 0 
27610 


1 


1054 1 By Profit and Loss 

Account . 


814 00 


22 X 00 


1955 


I 


To Motor Locries Ac¬ 
count (two sold at 
cost) . 

Profit on sale (to 
” Profit and Loss 
Account) . . • 

Balance carried 
down 


1955 


r< 


640 o o 


55 |OiO 

i 

Sofi o o 


By Cash . 

1 Profit and 
1 Account 


Loss 


!, 




1,03s 

350 


Of o 

oi 0 


ixS : 0 0 

i I 




I» 
• I 
« 

■I 

i'. 


I t 


£1,503 0 o 


.1 

1 


I 


£1,503 0 0 


1956 


) r 
I 


By Balance brought 
down 

„ Profit and Loss 
Account . 


808 


OjO 

I 


04 ,OlO 


902 j o , o 


the end of .056 .■<>»« acoo.diogly bo 
-4. . - ^>280 

Motor Lorries, at cost • * • * 002 

Less Aggregate Depreciation . • • * -- 

ing rates of depreciation fuU £37Joo. In 1952 

cost of the plant on band on i^^i953 old plant was scrappe^ 

plant was bought at a co^ for"! figure equal to cost of dismantling. Jlie 
useless, the scrap bemg sold for a h^ ^ amount had been provided as 

cost of the plant sold was aggregate depreciation provided up 

total aid futff depreciation was provided as 

to 1950 O" ^ “ c, - IQS 3 / 3 .IOO- 

follows: 1951. £2,900; 1952. £3.200. 1953.- 3 - 

The ledger accounts yM be 



account (AT COST). 


Cb. 


Dr. 


X950 ‘ To Bala n ce 
1952 • To Cash 


£ ' J* ^ 

37,7 oo|o ;0 
3,600 I OiO 


S- 


i. 
» * 


1 


41,300 o o 


1953 


By Depredalioa Ac- | 
count . i 

Baianrg earned 

do^ni 


11 

2,300 !o 


[1 


39.000 


0 


0 

o 


£41,300 0 0 


£41300’on 


J 954 


To Balance brought 
down 


£39,000 0 o 
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freehold FACTORY-ACCUinjLATED DEPRECIATION. 

Dr. __ 


£ 's. i 


1949 - 
Mar. $i 


By Faclorv Accoont. 
Profit ajxi Loss 
Acoount . 


105a ■ ^ - 

Mar. 31: By Profit ard 1 ^ 

Accoont . • 


/ \s.‘d. 

■ i ' 

4»5oo o o 

; 1 

too I o; o 

- i— <— 

4.700.0:0 


200 O» O 


H- 

f A I A 


1951. 

Mar. 31 To Factory Account 


i.:oo o o Mar. 31 

■ Account . 


1952. ' 

Mar. 31, To Balance 
' down 


carried 


4,300 o o 


1952* . 

Mar. 31 i By Proot and 

Accnnnt 


4,900! o {o 

i 

4 4 

200 o o 
5,100 o o 

4 

^ ( 

300;O O 

» - * I 

i 5,400 10(0 


T 


£5,400 o o 


- £SMOO 0,0 


I I 


1952. 

Mar. 31 By Balance 

down 


brought 


• i 


£4,300 ; 0 o 


company, which ^rntten^iown value of which 

Sio?i,oo,^i.d'(» the v«) old fandwe booeh. 

before 1948 was sold for ,, nre-ioaS ” furniture by equal instal- 

r'toirddSdepSSi. ..spec. o< .a -bse,™.. 

“‘"SSTedli^r.hTSS “ Stno.. 


furniture etc. (AT NET BOOK VALUE). 


Dr 


Ime 30' To Balance brought 
t forward 


£ s, 

* ! 

£1.560 , o;o 


£1,560 o[ o 


1950. ^ 

lone 30 . By Cash . 

„ Balance 

forward 


Cr. 


;i 


L 

90 o 


1,470 


' £1,56010 



furniture -\ND fittings (AT COST) 


Dr. 


1949* ^ 

June 301 To Cash 
1950. I 

Jane 30 ^ To Cash 


£ ' si 

300 0’o 

400 o o 


£700.0 o 


(4 


Cr 


£ i 


'sld 


I 1 


L t 
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ACCUMULATED DEPRECIATION (ON OLD FURNITURE). 
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Cr. 


s. d. 1949 - . , , 

June 50 By Front and Less 


<. d 


156 o 0 


19 : 0 . 

June 30 By Profit and Less 

Account of 

/■1.470 less Msd' 140 0 o 


^'■’4 0 0 

1951. 

June 5c By Profit anci Loss 

.Account of 

Lr,47o less O5O1 146 0 0 

/44S 0 o 


ACCUMULATED DEPRECIATION (ON NEW FURNITURE). 

Da ._ _ _ _ _- 

/ 5 . d. 1949. i 

i June 3c By Profit and Loss 

Account . 15 0 0 

1950. 

Jure 30 By Profit and Los<i 

. Account . - 35 0 0 

I £50 0 0 

I 

Provision for Waste—Legal and Commercial Views.—The necessity 
for pro\'iding for all waste and depreciation preliminary to the ascertain¬ 
ment and distribution of net profits is unlikely to be questioned by 
the sound business man. But it cannot be said that this necessity is 
in all cases a matter of legal obligation. A series of legal decisions, of 
abiding interest to accountants, beginning with Lee v. Neuchatel Co., 
Ltd. (1S89), is dealt with at some length in the author's Accounting, 
pp. 320-327, and to those pages the student is referred, since to re¬ 
produce them here would be to occupy space that can ill be spared in 
this treatise. Study of these decisions will convince the student that, 
though from the legal point of view it is not always incumbent upon 
directors to pro\ide for depreciation in wasting assets prior to the 
distribution of profits, he will be unwise to go further, as he sometimes 
does, and generalise that, legally, provision for waste is unnecessaiA'. 
It is sug:gested that the most that can be inferred from the judgments 
in question is that, in any particular case, the Court will decide whether 
pro^^sion for waste is or is not necessar\- after taking into full considera¬ 
tion the particular circumstances of the case. Depreciation in current 
assets must be made good. But, in certain circumstances, the Court 
has refused to compel directors to make good waste in fixed assets 
prior to the distribution of dividends, and has also refused to compel 
directors to pay dividends where they deemed it desirable to retain 
the balance standing to the credit of Profit and Loss Account for the 
purpose of making good waste in fixed assets. 

It would appear from the cases referred to above the Court is 
primarily concerned wth the protection of creditors. A limited com¬ 
pany is, however, also concerned vfith the rights of its shareholders and 
the preser\'ation of its capital. Hence the wise practice followed b\' 



A 


KEEPING 


ACCOUNT 


Da. 


U. 


Year. 

I (Jan. i) ; To Cash (Premium) 




I 1 * ^ y*" 


If lOO 

if 

II 


ii 


!!■ 


{too o o 


• O o 1 1 (Dec. 31)! By Balance catried 

do>im, beiog sur* 
Ruder valae at 
date. 

,, Asset Redempikm 
Account . 


I L !*•: 

1 ! 


To Balance brought 
down 

„ Cash (Premium) . 


ji 




10 


o o 


TOO 0:0 


3 

3 


To Balance brought 
down 

„ Cash (Premium) . 
„ Asset Redemption 
Account . 


By Balance carried 
down^ being sur* 
render value at 
date. 

„ Asset Redemptli 
Account . 


a: I \ 


{110 ’00 


To Balance 
down 


brought 


25 

too 

184 


OjO 


o 

o 


I 


o 

o 


By Balance carried 
down, being sur* 
render value at 
date. 


'£309 *00 



ASSET REDEMPTION ACCOUNT 
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Year. 

I (Dec. 31) 

I 


2 

2 


To policy Account 
Balance 
down 


>» 


t 


To Policy Account 
Balance 
down 


tl 


I 

90 


s. 4 L\ Year, 
oioil (Dec.31) 


iOiO 

' I 


10 

/lOO loo 


By Profit and Loss 
Account . 


To Balance 
down 


I 

85 

25 

7 

0 

0 

0: 

£110! 

0 

0 

1 

1 1 

1 1 

j 

1 

309 i 

1 

0 

0 

£309 

0 

i 0 


By Balance brought 
down 

„ Profit and Loss Ac- 
oount 


3 

3 

3 


By Balance brought 
dowB 

Pio6t and Logs 
Account . 
Policy Account 


99 


By Balance brought 

down 


1 

i 

I \ 

\ 


\ 


10 

90 


I 

o o 
ol o 


{too ’00 


I 


25 

85 


[{110 to'o 



{309 ) o ‘ o 



Ca. 



{100 lol 


to 

too 


{xio 


0 

o 


25 

too 

164 


£309 


00 

00 


oio 


o o 



directois, smd by the business co^nnity generally, of cieatmg reserves 
for all known wastage and contingencies. 

(c) Sinking Funds. 
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become necessan', which are apprr>priations out of profits rather than 
charges against profits, such, for instance, as provisions macie to inei t 
accruing habilities. These are made by means ul Iukas. 

Definition.— The term " Sinkimr Fund” was fir~t ii't-d to^demur 
monevs set aside by the Treasury for the reduction and ultim.ite 
extinction of the National Debt—fo sink the Sutional Dc'd'. It Ini' 
now been widelv adopted by the commercial worlil. A sinkim; fund 
mav be defined as a fund created by means of perisahcal instalment' 
invested in securities, and accumulated at compi’und interc't. lh< 
object of such funds is to provide a definite capital ■'Urn at a drlmue 
date wherewith either: no to redecm,A_lnibiijty or ') rep!.y e an 
asset. The chief advantage of these funds is that they a\-oid the he-.a y 
strain on the working capital of an undertaking which would result li 
a large sum of monev had suddenlv to be withdrawn from the busim-s'. 
Students sometimes' confuse sinking funds with reservi s. reserve- 
may be either general or for a specific purpose: if ultimatf-lv not 
required, it mav be transferred back to the credit of Profit and Lo'>. 
A sinking fund, on the other hand, is by its nature specific, and can be 
used onlv for the purpose for which it is designed. 


Creation of Sinking Fund. —Sinking funds are built up by erpial 
yearlv or other periodical instalments, which, placed on fixed deposit 
with a bank, or invested in sound securities, will, with the interest 
earned, similarly placed on deposit or invested in the securities selected, 
provide the definite capital sum on the definite date required. 1 he 
instalments are not a charge against profits, but they canncit be paid 
except out of profits. It is clear that when the cash instalment' are 
withdravm from the busine.'S and placed on deposit or invested, the 
transactions are merelv a change from one type of asset to anotht-r. 
But the change of assets deprives the companv of the power to distribute 
as dividends that po'rtion of the profits so withdrawn. That being so, 
it is the usual practice to debit the .Appropriation Section of the Profit 
and Loss Account with the instalments so withdrawn, and to crt-dii 
the ^\-ithdrawals to a Sinking Fund .Account. The balance of the 
Sinking Fund Account at any time represents the total profits set aside. If 
this practice is not followed, the result will be that a gradually increasing 
balance 'will be carried forward on the Profit and Loss .Account from veai 
to vear, although the balance is not available for distribution in cash. 


Instalment Calculation. —The amount of the periodical instalment 
to be set aside is based upon the following considerations: (a) the 
amount of the capital sum to be provided; ib) the date when the 
fund will be required; (c) the rate of compound interest expected to 
be realised on the instalments invested. On these data, anv standard 
book of tables will show the amount of the annual instalment required. 


Illustyation. —Z, Ltd., issued £55.000 fifteen-year notes, ^^'hat is the 
amount of the annual instalment to provide a Sinking Fund for their redemp¬ 
tion, assuming that the Sinking Fund investments will earn 4°^ per annum ' 
From interest tables it is found that the amount of an annuitv of /i per 
annum payable at the end of each year for fifteen years at ^ is £k;o■o235^7o. 
Thus the amount required to accumulate £55.000 is :— 

{55-000 - 20-0235876 = £2,746 15s. 
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Uses of Sinking Funds. It h^ aay^ depreciation charged 

coital sum by like Sli be replaced. A sinking 

Buildings, Minmg ^g^ts, M maturity such lia- 

fund is equally useful to pr ^ ^ Dilapidations under a Lease, 


For 

Dr. 


SINKING FUND ACCOUNT. 

V AF 112 000 7% Bonds repayable January i, i954 
Redemption of £12,000 7 /o 


1954. 

Jan. I 


To General Reserve Ac¬ 
count 


;1 


12,000 


s}di 

\ 

o! o 


/ 


V 


/ 


ll 


1950 . 
Dec. 31 


1933 - 
Dec. 31 

» 31 


1934. 

Dec. 31 

« 31 


1935 - 

Dec. 3 * 

» 31 


n 


i 


By Profit and Loss Ap- 

propiiatioQ Ac¬ 
count 

By Cash, Interest . 
Profit and Loss Ap- 

probation Ac¬ 
count 

By Cash, Interest - 

Profit and Losk Ap¬ 
propriation Ac¬ 
count 


By Cash, Interest • \ 
„ Profit and Loss Ap -1 

f^priation Ac¬ 
count 


s. 


li 


9 « 


u 


I 

il 

I; 


2.784 
139 

2.784 

p 

285 


10 


i! 2,784 
438 


2 jl 0 
6 


] 


! 2,784 


I’ 


10 


!£I2,000,0 


I I 


i £ 12,000 


17 ; 0 

i 

alio 

o, o 
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1950 - 
Dec. 31 

1951 - 

Dec. 31 


ft 


31 


; t, 


Cash, Instalment . 

Cash. One year^ 
interest re-invested 
Instalment. 


1952 . 
Jan. I 


brou^t 


To Balance 
down 

i ■■ 'SiA'”' 

31 1 Cash, Instalment 


1953 - 
Jan. I 


311 *• 

« 

i 


To Balance brou^t 
down 

rach Interest • 

" S Instalment*. 



1 ! i 

! 1 

! 

4 

8,777 1 0 

1 

438 [17 

4 

1 

2,7841 2- 

k 

4 

1 

j£«.000 j Oj 
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7% BONDS ACCOUNT. 

Repayable at Par, January i, i954 


Dil 


1954 - 

Jan. I To Cash, Repayment . 


t s. J. 

12,000 O O 


1950. 

Jan. 1 By Cash CD Issue 


Cr. 


i S. d. 
12,000 O 0 


GENERAL RESERVE ACCOUNT 


Dr. 


Cr. 


s. a. 


1954- 

Jan. I By Sinking Fund A: 

count 


i s. J. 
12.000 '1 o 


The above illustration shows the working of a sinking fund created 
to redeem a liability. The contributions to the fund are assumed to 
have been invested in gilt-edged securities producing 5*^0* 

Sinking Funds Contrasted. —It may be well again to remind the 
student of the difference between a sinking fund created to redeem a 
liability, and one created to replace an asset. 

(a) Redemption of Liability .—In this case, the instalments are 
not a charge against profits but appropriations of profits. But since 
cash has been taken out of the business, it is necessary to reserve an 
equivalent amount of profit. If the profits were divided “ up to the 
hUt ” without appropriating the Sinking Fund instalment each year, 
the business would be drained of w'orking capital. 

When a sinking-fund operation matures, and the investments 
have been realised, and the liability paid off, it is clear that the 
liability account and the investment account cancel each other and 
disappear from the Balance Sheet. There remains the Sinking 
Fund Account, built up by the annual appropriations from Profit 
and Loss Account. That account now’ constitutes a general reserve, 
created out of undivided profits, and should be transferred to 
General Reserve Account. 

(b) Replacement of an Asset. —Here, the instalments represent 
the wastage of an asset, and are charges against revenue, since they 
take the place of depreciation. The book value of the asset remains 
undisturbed until, at the close of its life, the asset account is elimi¬ 
nated by the transfer thereto of the Sinking Fund Account. The 
new asset to replace the old is purchased with the funds made 
available by the realisation of the sinking-fund investments, and a 
new’ asset account is opened in the ledger. 

Redeemable Preference Shares.—WTiere such shares ha\’e been 
issued ^d it is intended to redeem them out of profits, it is a w*ise 
precaution to appropriate profits year by year over the period from the 
date of issue to the date of redemption in order to build up a Fund 
represented by readily realisable securities, otheiwrise the requisite cash 
may not be forthcoming on the redemption date without seriously 
depleting the w^orking capital, 
c 
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LEASE ACCOUNT. 


Purchased Januarv’ i. 1950. Term Five Years. Renewable on Same Terms 

at end of Period. 


Cr. 

Dr. ____ ... — 


1950. ^ 

Jan. I To Cash 1,000 o o 

i • 

1 ' 

1954. , I 

Dec 31 By Sinking Fund Ac- j 

count . . ' i 1,0001 

5. d. 

( 

. 1 

0 0 

1 

J^’VToCash . £1.000 o'o 

■i ; 

j 

ii 

1 1 •• 

' i 


SINKING FUND ACCOUNT. 

Invested in Gilt-edged Securities producing 5% per Annu.m. 


Dr. 


1954* 

Dec, 31 


To Lease Account 


1; 

ii 


/ ’ s. d. 1950. ! ^ , 

1^000 0 0 Dec, 31 By Profit and Loss 

I Account . 

1951. 

D^ 31 > By Cash, Interest . , 

„ 3* , M Profit ^ i 

1 Account . . ’ 

I i 

1952. ' I 

Dec. 3X By Cash, Interest 

31! o Profit and Loss 
Account . 

to53- 

Dec. 31 By Cash, Interest 
.. 31 » Profit and Loss 

Account . 

1954* 

Dec. 3t By Cash, Interest 
„ 31 f» Profit and Loss 

Account . 


/i,ooo o 


Cr 


£ S-, <«■ 

180 X9 6 

! 

gi I 0 

i i 

180 19 6 

x8!ii 0 

1 

180 xg 6 

i • 

* 

?8 10 6 

j 

180 19 

i 

39 0 0 
xSo 19 6 


£1,000 [ o 0 


SINKING FUND INVESTMENT ACCOUNT 
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1930. , 

Dec. 3: To Cash. Icstalmeot . 


t95t* 

Dec. 31 To Cash, Interest re 
1 invested 
31 „ Cash, Instalment , 


X932. 

Dec. 31! To Cash. Interest 

31 Cash, Instalment . 


X953. 
Dec. 3t 

» 31 


To Cash, Interest 
Cash, Instalment 


1954. 

Dec, 31 To Cash. Interest 
31 i „ Cash, Instalment 


i 'i.'i. 1954- 

180 19 6 Dec 31 By Cash 


9 10 

180 19 6 


o 0 


371 

18 

180 19 6 


II o' 


570 ;IO 6! 

28 10 6 
iSo 19 fi 


780 0 6 

39 0 0 

180 19 6 


£1,000 o 0 


. \ 


# 

/ 


Cr. 


1,000 


5 . J. 
o o 


4 

l| 


I P 


£1,000; 0 0 
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Deficiency or Surplus on Realisation.—If the sinking fund ha^ been 
invested in Stock Exchange securities, it is alniusl certain that the 
actual sum required will not be realised by their sale. Should there 
be a deficiency, this must be charged against profit; it is really 
equivalent to increasing the current year’s appropriation to the fund. 
If, however, there is a surplus several methods of treatment are [lossible : 
there is nothing to prevent the surplus being credited to Profit ami 
Loss; alternatively, it may be credited to General Reserve or to the 
Sinking Fund itself. The last of these alternati\es is the best if the 
money is being re-invested, the redemption date not having yet arrived, 
but it cannot be said that this is an invariable rule. 

[d) Reserves .-t.ND Provisions. 

The distinction between these two terms is of great imiiortanre. 
Up to a few years ago the term “ Reserve ” was used rather indis¬ 
criminately, but its properuse has now been narrowed as explained below. 
k reserve may be either general or specific. If general, it is merely a 
book entry made for the purpose of taking part of the profit out of 
the Profit and Loss Account, and is an intimation, in effect, that the 
directors wish to retain the sum in question as part of the effective 
permanent capital employed in the business, and that consequently it 
is not to be paid out by wav of dividend. However, the operation is 
reversible, and there is nothing in Ian to prevent any part of the general 
reserve being transferred back to the credit of profit and loss and paid 
out as dividend. Whether this is commercially reasonable or prudent 
must depend entirely on the facts of the case, and is for the directors 
to decide. 

Secondly, a reserve may be specific in the sense that it is designed 
to meet a particular possible contingency, in which case it will be 
named appropriately, e.g. “ Dividend Equalisation Reserve,” ” Rer^erve 
for Deferred Repairs.” In order to be a true reserve there must be im 
element of actual liability present. The ” Dividend Equalisation 
Reserve ” is raised in case profits at some future date may possibly 
fall below the amount required to maintain dividends at their normal 
level, in particular to guard against the risk that in some future year 
there might not be sufficient profit to pay the dividend on the company’s 
preference shares. In the case of the Deferred Repairs, these are 
repairs which for some reason (say war-time conditions) have not been 
carried out, but it is hoped to do so later on. There is hero no actual 
liability to carry out these repairs: it is merely a matter of policy. If 
there has been default in carrvang out repairs under the terms of a 
contract, then an actual liability arises in consequence of the default, 
and the amount set aside to meet the liability is not a reserve but a 
” provision.” 

The term ” provision ” in its general sense is a sum set aside either 
to meet a definite accruing liability (e.g. rent accrued) or to provide 
for a probability that certain current assets may not realise their book 
value {e.g. provision for doubtful debts). A provision, by its very 
nature, must be specific. It must here be pointed out. however, that 
the word ” provision ” is used in two somewhat different senses 
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hr^t, in the general sense as just deaTibed, and secondlv in a 

4 er i, s .0 be eub.n.tted to the men,here) the expres- 

™oT,'-'4,rovieion •' me.,ns anv amount - wntten otl or returned by nav 
01 iroJ-tdmy for depreciat.bn . . . m value ot mssets or retatned bv 
wav o! providinu for anv knowm liability of which the amount cannot 
be del mimed wttl. substantial .Kcuracyd The tmpormnt ^ 

Z ■■ kr™." It ,s clearly no, a liab.lity at all yTny amooi, « asjde 

he o?her hand, if the liabilitv is - known ■' and can also be computed 
“ with substantial accuracv ” the amount is again not a proMsion 

11 v-m be ^en tCfore that for balance-sheet purposes the word 
*:d“”m ,o'£cribe°a"sum if aside to meet possible damag 

It IS irnpormt ^ ordinar^• accountancy purposes 

.... a„d ,™h reasonable care 

no confusion need arise. 

“"nrte'' p4’otSo'ns£late to outstanding “S^e 

1 • A lil'p the amount provided is debited to tne reiai 

■” 'fr i^'TeSrfer are made for |enera. ^^purposey thg^ are^set out 

Rr“'''khfef'CXTdend Eq'ualisation Fund, Employees’ Pension 
?„£d"£neml Retervi Fund, et?. This difference in treatment should 

be *>y the yud“t. ^visions and reserves 

apperto ;«sVn; dSy to many examination candidates and marks 
are lost accordingly. _ 

///..</,rmcu.-The follou-tne “pf 

Los'; £rance"s"eet; Vhe subioined inionnation must bb 

conPide^ed^e^ davs' v.aces, £346: Omce salaries £o6; and Directors Fee. 

/-no had accrued due as on December 31, i 9 - - 
, 1,1 l^ory), oc, had been paid m advance. 


Iti) 
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The following items appeared in the Trial Balance 

“Manufacturing Wages, £13,Office Salaries, /i,343,; Ihrect-.r^ lees, 

/500; Insurance (Factory, £ 397 : Oftice, £^^ 9 - 

Solution.—When preparing the accounts the candidate should 
(I) Add ^'346 to the Manufacturing Wages, £13.making the total dehit 

to 3Ianufacturing Account £,14,go.>, , * , , , o IVnlil ind 

(g) Add £96 to Office Salaries, £ 1 , 345 . making the total del.it to I rolit ,in 
(3) Add £'500 to Directors’ Fees, £500, making the total delut to 1 rotit ai 

{4) Deduct i.Sz from Factory Insurance, £ 397 - reducing the total dc > l 

Manufacturing Account to £31.5- ^ , 

(s) On the liabilities side of the Balance Sheet, under the item 

Creditors/' he should add “Ditto. Outstandinti Lxpense:, yi\2. 
The details composing this amount may be set out. it desired hut in 
practice, the total onlv would be given. On the a<<cts ce./c <>1 the 
Balance Sheet there should appear an item “ I nexpired Insurance. 
/S’ ” or some similar headin.q covering any expenses paid in advance. 

Contingencies.— Contingent liabilities may exist which do not call 
for financial record in the books, but to the existence of which attention 
should be called bv means of a note or notes on the face of the Balance 
Sheet Such contingent liabilities are, e.g. arrears of cumulative 
preference dividends, liability on partly paid shares, or bills under 
discount, etc. These are not actual liabilities until they cry-stalhse as 
such, and can only be noted for the information of shareholders. If, 
howAer, it is thought likely that a contingent liability may ultimately 
crx'stallise as an actual liability, it will obviously be prudent to make 
suitable provision for it in the body of the accounts. This is a case 
where the term “ provision ” in its narrower sense will apply. 


Legal Position.— Limited companies, unless expressly directed by 
their Articles so to do, are under no obligation to create re.^erves. 
The Articles of most companies, however, follow the example set b_\- 
Table A (.Art. 117, .Act of 1948) , and give the directors power to make 
such reserves as they deem advisable prior to the distribution of profits. 

In a private firm the question of reserves is, of course, decided at 
the discretion of the partners. 

Local authorities carrying on trading undertakings are under 
obligation to provide reserve funds, the amount of which is frequently 
prescribed and restricted by the Statute, Order, or Licence under 
which they work. In some cases it is obligaton,- to invest reserves in 
outside securities, e.g. under the Provisional Orders for the electricity 
undertakings of local authorities. No such obligations exist in connec¬ 
tion with non-trading sections of local administration. 


Reserve Fund or Account. —Examination candidates are apt to lay 
down a hard-and-fast rule that reserves must of necessity be inc'ested 
outside the business, and further, that the term " Fund ” is employed 
only when the reserve is separately invested, the term " Account ” 
being used to signify that the reserve is retained in the business, and 
not separately invested. The volume of academic discussion that 
has taken place in this connection is not very enlightening from the 
student’s point of view. It might be convenient if the commercial 
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community agreed to use such nomenclature, but no such agreement 
exists. Reference to published accounts ^\■ill show that the two terms 

are used indiscriminately. . , , -r i 

It is clear that a sinking fund raised for a specific purpose must, 

if it i' to fulfil its proper function, be invested in outside secunties. 

In ommercial companies where profits are withheld from distnbution 

and earned to resen'e to enlarge the working captal and fortify the 

financial stability of the company, the question i\hether the arnounts 

so i\-ithheld should be separately invested is one of fin^cial polict to 

outsSe investments ob^uously strengthens the position of a compamt6 
if it can afford them. It cannot, however, mdulge m luxuries of this 
kindTf thdr purchase would seriously deplete the company s workmg 
capital, or if, bv retaining the money in the busme^ it can be employed 
to for greater profit. In the case of banks, trust and financial companies, 

“fside bestment of resen-es in readily convertible secunties may be 
conceded as being commendable and prudent. 

Repairs and Renewals Fund.-Reserx’es created for these purposes 
are sometimes u'^eful, particularly in trades subject to heap repairs 

S efiected.lre debited against resers;e, the charge bein^te 

rftS annual charge to Profit and Loss most be based on the eapenence 

cLeded from time to time, care being taken that the resert-e account, 
in normal circumstances, remains in credit. 

Provision for Bad Debts.-Almost ever>- examination Trial Bdance 

^ mir l‘Str“di^f,. ■nu’iir 7cSlfatf2 

Sundrs- Debtors at the close of the balancing penod. J 
entr\', if one is made, is as follows:— 


JOURN.^L. 


Dr. 


Cr. 


19 • 
Dec, 31 


Profit and Loss Account . - - ; ' 

To Provision for Bad and Doubtiu) 

Beine 5% P^o^'i5ioD upon the amount of the ..undn 

Debtors on this date uj.ooc;. 


P.L 

P.L 


( s. d. 
:^o o 0 


[ s. d. 
250 0 0 


■ In practice. He entrt' ivonld probably take the to™ of a direct 

e“.f .r!tS hT?p;-s'^^ ’:r'“m.'lri« ma. Ba,a„c; 
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referred to abo\'c. It represents the provision made twelve^ 

aeo Let us assume, further, m the Trial Balance, an Item 

Debtors, iJ.ooo,” and that the instructions state that^ a ^ 

bad debts is to be made equal to 5% on the -undr>- Debtors. For this 
purpose, therefore, £350 is required, but, as a provision of £250 alrea > 
exists, the further charge agamst current prohts will be no more than 
I'loo. ’ The statement in the Profit and Loss Account will be as 

follows:— 

Provision for Bad Dzhts - 

December 31,19 — 

Less Decetnber ^1, ig... 


and in the balance sheet as follows 


Ownin' Debtors 
]>5S Provision . 



% 

9 

a. 

4 

.c. d. 

- 350 

0 

0 



. -50 

0 

0 

ICO 

9 

i 

•w 

0 0 

$ 

\ 

ii, 

s. d. 

7.000 

0 

0 



350 

0 

0 


0 0 


The Trial Balance may also include an item “ Bad Debts,” indi¬ 
cating that bad debts to the amount stated have actually occurred, and 
been written off during the year. It would not be incorrect to debit 
the amount of these debts against the provision of /250, and increase 
the new provision charge correspondingly. But it is the wiser course, 
and the usual commercial practice, to state the provision as set out 
above, and to debit the actual bad debts in a separate item to Profit 
and Loss Account. 

If the amount owing bv Sundiy Debtors is less than in the preceding 
vear, and the same rate of provision is made, an entr\- similar to that 
given above must be made on the credit side of the Profit and Loss 
Account, writing back that proportion of the provision that is no longer 
required. 

A strange but common error made by examination candidates is 
to charge Profit and Loss Account with provision for bad debts at the 
rate given, but to ignore the already existing promsion. The candidate 
either fails to ‘‘ balance,” or he deducts both the old and the new 
pro\'isions from the Sundn,' Debtors. 

It is the practice in some cases to take out a policy of insurance 
against losses arising from bad debts with ” Lloyd’s,” or one of the 
Insurance Companies undertaking this class of risk. In such event 
the amount of the annual premium should be charged to Profit and 
Loss Account, no further pronsion being necessar\'. 


Accumulated Depreciation.—The term ” reserve ” is not properly 
applicable here, but as it has sometimes been the custom in the past 
to provide for depreciation by building up in the books a “ depreciation 
reserve,” the subject is dealt with here. As already explained, the 
normal method of recording depreciation hitherto has been to credit 
the agreed amount to the asset account in question, bringing down the 
balance w’hich represents the reduced value of the asset. In theory 
this is undoubtedly the correct practice, but, as regards limited com¬ 
panies at least, the writer is now inclined to advocate a different 
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method on the srround of expediency and convenience of record. 
Since the Companies Act, IQ4S. requires aU fixed assets to be shotm 
^-here practicable) at cost, it is clear that it Mill assist the compilation 
of the balance sheet matenally if all such asset;, in future are left 
standing in the books at cost. This involves the crediting of deprecia¬ 
tion to a separate account, which will show the accumulating tota of 
such depreciation; this is a further advantage, since it is a statutoiy 
oblic'ation also to disclose such accumulated total. If the books are 
kept in the manner now advocated the details required for the Balance 

wi-e arise to keep independent records or schedules outside the books 
in order to arnve at the statutort' particulars. In mew of h^ 
alreadv been said, the use of the term “ Depreciation Resen e or the 
like as a heading to the account in which the depreciation is recorded 
ifdeprecated as being misleading. The heading Accumulated 

DeDreciation ’* is as an alternatee. _ ^ x 

The method has been explained and illustrated on pages 47 0 35. 

It goes almost without saying that it will be highly ^^^nsable to 

tvp^of fixed asset, the totals of such 

anmallv with the corresponding asset accounts. If this is not done 
considerable difficulties will be liable to anse on the sale of an asset 
and if it is done the annual reconciliation is a good check on the 

“";”anv'cieXrtcn,innl records of cos, svere not available irr 
,048 and such assets are shorvn m 

can stand permanently (subject, of course, to subsequent sales) in the 
books in the same way. 

Provision for Discounts.—It has alreadv been stated that it is un- 
umal to provide for discount on book debts, except in trades which 
Xv xcem onallv large discounts. Usuallv, discount ('vfiich nia> or 

«riod «hen Ir'is aclrailv allorved. But occasional!,' the e*t,on 
iandrdare rs instructed ro prov.de for - 

follorved ts rdenncal " O' being 

\ccount being written off to Front and Loss Account. 

Dividend Equalisation Reserve (Fund). -Companies y^ose profits 

)Sr? 3 rcl?STn l“sial )"ppKl):riations Irlnr the proSts 

vSe «™' ■■ Capital Resene ' now (since July I. T04.S! has a 
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statutory lueaning. Schedule MIL Part lY, states that such a 
rLer\-e ‘‘ shall not include anv amount regarded as free for distribution 
through the Profit and Loss Account,” while (on the other hand) a 
revenue reserve shall mean any reserve other than a capital reser\ e^^^ 
It seems that there are two types of reserve coming within the 
of the term ” capital reserve ” as here defined, viz. (a) reserves of v hich 
the Act forbids the distribution under any circumstances (bhare 
Premium Account is an obvious example), and (b) reserves which the 
directors do not, for the time being at any rate, regard as free lor 

distribution, but which might, under certain circumstances, become 

distributable at a later date. An example for this type would be the 
profit realised on the sale of a fixed asset. The subject does not, 
however, seem to be entirely free from doubt, and it is perhaps prudent 

to let the matter rest there for the time being. 

In any event, the total of the Capital Reserves must be stated in 

the Balance Sheet. . i 

It should be noted that the Capital Redemption Reserve bund 

created when Redeemable Preference Shares are redeemed out of 
profits is an entirely distinct “ capital reserve ” which cannot be dis¬ 
turbed except as provided in S. 58 (see p. 304). 


Reserve Liability. —This term is applied by limited companies to 
that portion of their subscribed capital that can be called up only in 
the event of liquidation. Under S. 60 of the Companies .-Xct, 1948, a 
company mav, by special resolution, take power to determine that a 
specified portion of each share shall remain uncalled, except in the 
event of liquidation. Banking companies, for example, frequently 
maintain considerable reserve liability on their shares for the protection 
of their customers. 


Secret Reserves.— In the past, it has been the practice of banks, 
financial houses, and (less commonly) commercial firms, to accumulate 
reserves out of profits and not to disclose them in the accounts. This 
can be done by either: (a) charging capital expenditure direct to 
revenue, (b) providing excessive depreciation or even writing off fixed 
assets completely, either of which amount to very much the same 
thing as (a), (c) overstating liabilities, or (d) undervaluing current 
assets. 

The ethics of the practice of creating such reserves have been long 
and hotly debated in the past. Whatever its advocates may say, there 
can be no doubt that the creation of such reserves can lend itself, in 
unscrupulous or even in careless hands, to serious abuses, and has in 
fact done so in the past. As regards commercial businesses, at any 
rate, the dispute has now become somewhat academic, since the 
provisions of the Act of 194S practically prohibit the creation of such 
reserves. The general effect of Schedule \TII, coupled yfith the new 
form of report by the company’s auditors, is to ensure that (so far as 
is reasonably possible) the company’s position must be fairly stated in 
the Balance Sheet: clearly, if secret reserves do in fact exist this is 
not the case. The Act, however, places banks, discount companies, 
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and assurance companies in a rather ditterent position. It has so 
Ion? been the accepted practice for institutions of this tyf^ to conceal 
their true financial strength by understating it in their pubhshed 
accounts, that their right” to continue to do so (while undoubtedly 
reprehensible from an accountancy point of \-iew) is tacitly admitted 
bv Part III of Schedule 'Mil- Accordingly, a bank which likes to 
take advantage of these provisions will not disclose the cost of its fixed 
assets, and mav (for instance) show a single inclusive figure for current 
liabilities and '' inner reserves ’’ (or like expression). 

Past Losses.—The examination candidate is prone to declare with 
emphasis that past losses brought fonvard must be made g^d out of 
current profits before the distribution of dmdends is possible. As a 
bu'ine-s pohcv, this is no doubt wise, but it cannot be said that com¬ 
panies are alwavs legallv obliged to make good past losses before 
declarin? dividends. It' would appear that continuity cannot be 
claimed for the Profit and Loss Account, and the Courts have refused 
to lav down a rule that the profits of a current year may not be distn- 
buted if a debit balance from previous years remains to be dealt vrth 
> Ammonia So.ia Co. v. Chamberlain, Siapley v. Read, i.1924 ). 


IM Appropki.xtion Account. 

Some examination candidates treat the Appropriation Accoimt as 
a di'^tinct account under a separate heading, whereas it is mere!} the 
finaf section of the Profit and Loss Account, -ome corapmies refer 
to this statement as the Xet Profit Account, or the Ret Revenue 

'^^'^An Appropriation Section is particularly necessan- in the case of 
limited companies, but it is also apphcable and valuable in partnerehip 
accounts Bv carrvin? down the balance of net profit for ^ ^ 3 
n Tpp opriation Section, the Profit and Loss Account is freed from 
he'delails shotving the manner in which that profit is appropnated 
permitting the Profit and Loss Account to give a clear viet% of the 
So^^ revenue earned for the vear, the expenses meurred in earnmg 
that revenue, the net amount of the revenue earned, and facilitating 

^°"\\^ri°prepSng solutions to examination questions, some candi¬ 
dates lose marks because they debit the Profit and 

prefilfrd tile Hke. and credit the account u-ith the balaitce brough 

fr»r\rarrl from la=^t year. This procedure does not. of course, atlect th 
net balance available for distribution, but it reveals want knowledge 
of modem practice, and it defeats the object of the Profit and Lo^s 
Account, which is to show at a glance the result of the current 3 ear 

some candidates prepare an appropriation section mi 
its effectiveness bv debiting it ^Hth such items dePTeciation. deben¬ 
ture interest, and the like, which are charges a^in^ 
vear and not appropriations of profit available tor dl^tnbutlon. 
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Illusiraiiaft. 

PROFIT 


WD LOSS ACCOUNT FOR THE YEAR ENDED 

JUNE 30, 19 

(Appropriation Section.) 


Cr 




19... I ^ 

func30' To Transfer to Resen.-e 
' Account 
30 „ Dividend for Half- 

year to Dec. 31, 
19 on 6®o Fre* 
ference Shares 
„ Interim Dividend at 
10% on Ordinary 
Shares paid Dec, 
21, 19 • ■ ^ • 

30 ,» Preliminary Ex¬ 

penses written off. 
30 Balance carried 
down 


i s. d. 
2,500 0 0 


2,500 O 0 


30 


• t 




6,200 0 0 
962 0 o 
12,162 o 0 


£24,324 0 0 


19... 
June 30 


tt 


30 


By Balance brought 
down, being net 
profit for the year 
,, Balance brought 
forward from last 
account 


t s. d 


iS. 7^6 0 c 


5.53^^ 0 0 






£24.324 o 0 


19... 

June 30 By Balance brought 

down 


12,162 o 0 


In practice, the entries recording the appropriations made in the 
tbove account would be made direct from the Profit and Loss Account. 
i journalised, the entries would be as follows : — 


JOURNAL. 

Dr, Cr. 

19... 

une 30 

1 

1 

1 

f 

4 

\ 

Profit and Loss Account (Appropriation Section) Dr. • 

To Reserve Account. 

,, Preliminary Expenses Account 

1 Being amount transferred to Reserve and amount 
written off Preliminary Expenses as per resolu¬ 
tion of Directors. 

»f 

£ 5. d. £ s. d. 

3,462 0 0 

2,500 0 0 

962 0 0 

30 

1 

4 

} 

Profit and Loss Account (Appropriation Section) Dr. 

To Interim Dividend (Ordinary Shares) 

„ Dividend on 6% Preference Shares 

Being transfer of dividends paid on the above shares 
during the year ended June 30. 19... 

1 

S.700 0 0 

6,200 0 0 
2,500 0 0 


The Directors’ Report must contain a statement showing how the 
Joard proposes to de^ with the balance of profit shown by the Appro- 
iriation Account as being available for distribution (see pp. 365“367)' 


EXAMINATION QUESTIONS, 

1. Indicate the difierence between: (i) Receipts and Payments Account; 
2) Income and Expenditure Account; {3) Revenue Account; (4) Profit and 
-OSS Account. 

2. Briefly state the considerations which would guide you in allocating 
xpenditure as between Capital and Revenue. {Royal Society Arts.) 


6S 
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3. “ The nice adjustment of Expenditure between Capital and Revenue is 
°^'Tn^^luS^oTof ’ the above statement, describe two ^^gmert- items of 

adopt. [Rova! Scctefy Arts.) 

4 Ex-Olain the principles vou would adopt when aUocatmg the u^er- 
mentioned expenditure as ^et-een Capital^^d^R™ ‘inmranL 

£2 3,0001 ‘i^stroved b^ fire^ lor ^ factoid' in place of steam. 

SlSTcWaralStSir .reeh^^^^ ■£> o. l.a«. (rt Loss 

on sale of inachiner\'. ^Chartzfcd Ai.ccun.aid:>.] 

= Qet out shortlv the several matters callmg for sj^ial attention before the 
closin'- of the books at a balancing period. <Chartered ^.cn.arus., 

6 ^How should •• Goods in Transit ” be treated for Balance Sheet purposes.^ 

7 In some trades, eoods are dehvered accompanied by invoices dated two or 

9. The foUowmg imms appe.-tr ^ 

Liverpool and in Store in Liverpool 

MS- « i (■'j.'-tS'S.I S; Td ■ -','=“M£.Srel“s 

with Allied and Subsidiar;.- Companies. £,,630,003 105. ,a.. 

‘"' aT"iSn5''t£"b£te o/.he conipany, hots n-onld yon verify the correctness 
of these fisures ? (Incorporated Account 3 nh.) 

nian^^^tu'^i^g^ZpIn?M rc^o^n^atV^lial 

meetin’^ ’ {Chartered Accouni Jfd^.j ^ if 

.T Is the Front and Loss .account, as set out belocv. properly dra.n np ? If 
not. submit the account as you would present it. 


PROFIT AND 

Ds. 

To Salaries 

Depreciation 
.. Purchases 
.. Returns . - 

,, Discounts 

Di'’i<icad paid . 

Dirtctcjfs’ Fees 
\\ Trade Expenses 
Di^‘idetld 

Manufacturinz Wa-ses 
Transfer to Reserve Account 
,, Balance carried to Balance 


LOSS .VCCOUNT, DECEMBER 31- 


Cr. 

C £ 


4 

1.401 

361 

4 CI 

Bv Stoc’K - • ■ - 

£^<s lanuarr i 

Interest oc investnieots 

L,£SS Loss on Sale ot Invest- 
merits . • • * 

lS,200 

17^00 

3 r 40 O 

900 

Soo 

^00 

J r ^ ^ 

1.000 

1.100 

D.COC 

5.CS0 

4.0>D0 

::.576 

4 65.002 

Balance from last years account 

Sales * • - ' ' 

,, Error in Books 

Unclaimed Dividends 

“I 

4,321 

59.940 

120 

32X 



£68.002 


1 


(Renal Society Arts.) 



APPROPRIATION ACCOUNTS 



12. The following is 


the Trial Balance nf a company on December 31 : 

Dr. Ck. 


Stock, January i . 
Book Debts . 

Plant and Machinery 
Wages . 

Salaries 

Preference Shares 

Ordinarv' Shares 

Freeholds 

Creditors 

General Reserve 

Travelling Expense'^ 

Purchases 

Sales 

Cash 


2,000 

2,000 

1,000 


500 

200 

2.500 

2.500 

3,000 

1,000 
1.000 

250 

10,000 

0 

0 

c 

3.050 



/22,ooo £22.000 


Stock on December 31 was £2,500. „ nn-RTrl 

It is resolved : To write io% off Plant and Machinery; to pro\ ide on Bad 
and Doubtful Debts Account io% of Book Debts, to place £ioo to^ a Bonus 
Fund for the Staff; to place £1,250 to General Reserve; to pay 0,0 on the 
Presence Shares, less tax; to pay 6% on the Ordinary Shares, free of tax; and 

to carry the balance forward. , / 

Prepare the Trading and Profit and Loss Account for the year, and the 
Balance Sheet as at its close, after appropriating the profits as directed. 

13. The Alpha Manufacturing Co., Ltd., had a nominal capital of ^0,000, 
divided into 12,000 " A ” shares and 8,000 “ B ” shares of £i each o which 
10,000 “ A ” and 5,000 “ B ’’ shares were issued and fully paid up , 

The Company's articles provided that the profits should be divided as follows, 
so far as the general meeting might decide: (i) In payment of a cumulative 
dividend of xo% on the A " and 20% on the “ B " shares. {2) In payment 
of a non-cumulative dividend of 15% on the “ B shares. (3) In payment of a 
non-cumulative dividend of 7-J% on the “ A " shares. (4) In payment bf a 
further dividend pro rata, but so that the dividend on each " B ” share should be 

twice that on each “ A " share. , i- 1 -i 

The general manager was entitled to a bonus of £10 for each i /o dividend paid 
on the “ A " shares above 10%. 

The profits for the year 19... amounted to £g,ooo, and there was an un¬ 
distributed balance from 19... of ;i 3 . 500 - 

The general meeting decided to pay the dividends under (i), (2), and (3) 

above, and a further dividend under (4) of 7^% 

" B " shares: and, after providing for the general manager’s bonus, to place one- 
half of the balance to Reserve Fund, and carr>' the other half forward to next vear. 
Make out the Appropriation Account. (Chartered Accountants.) 


14. Prepare from the following figures a Balance Sheet, Trading Account and 
Profit and Loss Account as at December 31, 19... 

Factory Buildings (Cost), £30,000: Leasehold Properties, £24.000: Wages 
(FactorvO, £72.800: Salaries (Office), £7,900; Ground Rents purchased, £6,700; 
Advertising Expenses. £17,000; Sundry” Creditors, £26.606; Sundry Debtors. 
£34,000; Bills Receivable, £23.200: Law Charges, £300: Repairs and Replace¬ 
ments (Factor}"), £1,700; Loose Tools, £2,800; Travelling Expenses, £4,102; 
Capital Account : 100,000 £i shares issued Ordinary, fully paid; 50,000 £i shares 
issued Preference, los. paid; Sales, £404,000; Purchases, £202,000; Furniture 
and Fixtures (Office). £3,010; Stock at January" i, 19..., £38,000; Freight and 
Insurance, £1,900; Bank Charges, £73; Cash at Bank, £3,000; Profit and Loss 
Account, Credit Balance, January' i, 19..., £23,000: Goodwill, £30,000; Returns 
(Sales Account), £4,002; Discounts (Dr.), £1,990; Discounts (Cr.), £3,080; 
Plant and Machinery, £27,000; Investments, £46,209. 

The Stock at the end of the period was valued at £35.000. 








0 


HIGHER BOOK-KEEPING AND ACCOUNTS 


In the preparation of the accounts allow for Depreciation as follows ; 50% of 

the Tools Account, 5°o oi the Furniture, 10% of the Plant^ 

Create also a Reserve of ri°c on the value of the Leaseholds and 20% on the 

value of the Investments. . . , 

Provide also for a further /i0,000 due on Advertising Account. [Chartered 

Secretaries.) 

I?. A corapanv purchased a business as a going concern on J^u^ i, 19 
with the risht to the profits from October 1 pre\ious. The Capital^: 5^ 

Preference Shares, i-50,000; 6% Preferred Ordinarv Shares, /5o.o^ : Deferr^ 

Ordma^^- Shares /24.S00. The year's prohts to September 30 foUoA^g the 
date of'purchase are found to be £7.664- \Miat appropriation of such profits 

should vou make ? [Chartered AccouniaKis.) 

16. Criticism is sometimes made that audited Balance Shee^ and Accounts 
do not show clearlv the appropriation of the balances at the credit of Profit and 
Loriccounts. Give an instance (dealing ^vith the figures of any account wi h 
which vou may be familiar) of the manner in which m your opimon the} should 
be presented to shareholders. [Incorporated Accountants.) 

17. Give a short description of each of the following 

depreciation: Fbced-instalment System: Reducmg-instalment S}stem, De- 

WTiich if anv, of the foregoing s\-stems of providing for depreciation \\ould 
vou recommend 'should be adopted in the case of a stud of horses . 

18. Describe and contrast : (i) A Reser\'e which is a charge against profits, 

and ('’1 a Reser\*e which is an appropriation from profits. u u 

Give an mustration of a re^Gve of each cla^ and state J 

appear in the accounts of a limited company, and describe an auditor s dutv in 

relation thereto. [Chartered Accountants.) ^ 

IQ. WTiat do vou understand by an Appropriation AccountShould ^ 
of the foUowin-. items appear in such an account ; Salar>’ of Manager, Interest 
on DeK^es- knagmg Director's Remuneration; Dividend on Ordman- 
Ihare? M^r to Reler^% Account ? lUustrate your answer with a pro-forma 

Appropriation Account, inserting imaginan-figures. .• • • v j 

' 20 Give nvo examples demonstrating how capital reser^-es-as distmguished 

tmm cr6S,t6(l OUt of DISN SXISC. ^ 

lUustrate vour answer by giving the entries you jonld ^ 

and published accounts in respect of the examples you select. (Royal 

21 Describe the expenditure which, in your opmion, mav be legitimate!} 
debLd to Preliminai^- Expenses Account by a newly registered hmited company 
°State how vou would deal with this expenditure m lie books and published 

accounts of the company. 'Lender. Chamber Commerce.) 

PROFIT AND LOSS ACCOUNT, DECEMBER 31, i9*" 

V 


j • 


j * 


I • 


22. 


To Balance from 19... 
Depreciation 
Manager's Commission on 
net Trading Profit 
Loss on Sale of Invest¬ 
ments, less Interest 
received • 

Sales Returns 
Directors' Fees 
Proposed 5®o Dhadend 
for year 19-.. 

Transfer to Reser*'e 
Balance carried down 


^.652 

1.5:1 

393 


Bv 


f I 




t f 


Balance from Trading 

14766 

Account 

Increase in Stock . 

1,241 

Undrawn Dividends 

200 

Transfer from Bad Debt 


ReserA'e . 

250 


I 


I I 


»ft 


p t 


»9 


721 

940 
1.000 


5.000 

1,000 

1,200 


§ $ 


ii6.457 


£16.457 


If, in your opmion. the above Profit and Loss Account is not correctly drawn 
uv. criticise and amend it. [Royal Society Arts.) 



Chapter I\ 


receipts and payments ACCOL'N'iY, INCOME AND 
EXPENDITURE ACCOUNTS. REN'ENUE AC( OUNT^ 

The student’s earlv studies in book-keeping should have lamilian.-ed 
him w-ith these accounts. But examination experience goes to Miow 
that manv candidates fail to understand them m all their essential, 
and confuse their distinctions. It appears, therefore, to be advisable 

to define briefly their characteristics. 

I. Receipts and Payments Accocnts. 

This is the simplest form in which a treasurer or other official of a 
non-trading institution or dub can render an account of his steward¬ 
ship. The account should consist of a classified summary of the actual 
cash receipts and pa\Tnents for a particular period, showing the balance 
of cash in hand at the beginning and end of the period. No account 
is taken of any outstanding income or liabilities; the figures are confined 
to cash received and paid during the period. Benevolent, athletic, 
sporting, and social institutions or clubs frequently adopt this form of 
accounting to members and subscribers, the account usualK being 
accompanied by an appeal for further subscriptions or donations I 
As this kind of account is a condensed summan.- of the Cash Book, 
the receipts should be set out on the debit side and the payments on 
the credit side, and the balance of the account be carried forward to 
the next financial period. 

Illustration.~The treasurer of the Dingley Dell Cricket Club started the 
vear with a balance in hand of iM Ss. At the close of the season he analy,s"d 
his Cash Book and submitted the followine account 

The Treasurer in account with 

The Dingley Dell Cricket Club for the year ended October 51. 10. . 


^ . 


To Bilance brought fonvard from 
last vear .... 
,, Subscriptioni 

,, Donations . . . . 

Gate Money at ^^atche^ 


14 

soo 
' :o 


s 

o 

4 


d. 

O 

0 

c 

1 






*'65o I 4 I 


To Balance brought do^-n 


33 15 I 


By Wages: GrojCiisnian, I'lDpires, 
and Professional Coj-.hc-f 
,, Repairs to Pa\-ilion 

Purchases; Mots-er, Bats, and 
Cncket Sundries . 

/ d. 

•• 

Lunches and Tea'- . - S 4 r 
Las Receipts . ;i : 4 


‘ S. d. 

• « 

<31 K. 0 
4 I 


y T 


< r 




,, Travelling Expenses of Team to 
Matches away 
Secretary’s Expenses: 

Staticnen.’, etc. . 

B.ilance earned down 


17 


i 0 


3 

3^ 


1 <, 


'j 

4 

1 


ijA', 14 
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$ 

The above account is correctlv presented, and meets the need of the 
case, if we assume that the Cricket Ground and Pavihon lent to 
the Club free of charge, and that no subscriptions or liabilities are 

outstandin!?. . . 

But the student must realise that, m many instances, such an 

account does not reveal the actual Income for the penod it pu^orts 
to cover. It includes the balance from the previous penod. and may 
also include receipts and patmients belonging to pre\nous or succeeing 
vears e subscriptions or rent in arrear or paid m ad\ ance. Further¬ 
more ’ capital receipts and expenditure may be included and outstandmg 

assume for the sake of argument that the Club had acquired the Pa^ion 
for ibo, and that a subscriber had paid £.4 4s., representmg - -s. 
subscription for the current year and £2 

vious vear; vet the whole of the £4 4^- "’ould be included m the item 
‘■Subscriptions. £590 ^s..” and the capital expenditure ot £60 would 

If ^thrSeipTs a^d^^t-ments are numerous, a Tabular Cash Book 
enU save the trLsurer considerable trouble when prepanng his account. 

II. Income and Expenditure Accoints. 

\S pointed out above, a Receipts and Pacmients Acco’ont does not 
nece-arilv -how the actual income for the penod cocered be the 
Lcount ■ It IS the object of an Income and Expenditure Account 
nrecSIv to ascertain and show that actual income. In other words, 
Sriunction of this account, as employed by non-trading concerns n 

nndeitaSn- It should include the whole of the mcome and expen- 
riitiire aoDertainiiis to the period covered, no matter whether it is 
actuallv received o^r paid, or not. Examination candidates not infre- 
quentlv ^tate that an Income and Expenditure Account shodd include 

"■r • t •sri- 

^"TheToMmetion of an Income and Expenditure .dccount being 

account, it also loiious tuai uic _ at thp pnd of the penod, 

Balance Sheet disclosing the nnancial position at the end p 
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The balance of the Income and Expenditure Account 

surplus or deficiencv for the period, and must be added to^ or deductec 

from the “ Capital'” or “ Surplus ” fund in the Balance bheet. 

The Income and Expenditure Account forms an integral part 
the accounts in a system of double-entr\- book-keeping, ]U5t p a Froht 
and Loss Account does, whereas a Receipts and Payments Account is 

a cash statement forming no part of the book-keeping system. 

Inspection of the published accounts of non-tradmg institutions, 
societies, and clubs reveals an astonishing variety of statements winch 
are frequently as inaccurate and misleading in results as they me 
unhappy in nomenclature, ranging as that does from “ Cash Account, 

“ Receipts and Pavments,” “ Receipts and Expenditure, pcomc 
and Expenditure,” “ Income and Pavments ” to Balance Sheet . 

It may be well, therefore, to recapitulate briefly the essential differences 
between Receipts and Payments Accounts, and Income and Expen¬ 
diture Accounts. 

Receipts and Payments Account. Income and Expenditure Account. 

This is nothing more than a classi- This account shows the actual in- 
fied summary of the Cash Book for a come for the current period only, to- 
stated period. It deals with all cash gether with the expenditure charge- 
received and paid during the period, able against that income, whether such 
irrespective of the year to which it may income or expenditure is due or has 
relate. No attempt is made to arrive at been discharged or not within the 
the income for the period, and no dis- period. The resulting balance shows 
tinction is made between Capital and the extent to which the income exceed.') 
Revenue receipts or pavments. The or falls short of the expenditure for the 
resulting balance represents the unex- period. Since the account deals with 
pended cash in hand or at the bank, outstanding income and.'or expendi- 
UTiere no propertv or assets (other ture, it must be accompanied by its 
than cash) is held,’ and no liabilities relative Balance Sheet, 
exist, such an account meets the needs 
of the case, and no Balance Sheet is 
necessarv. 


Illnstvation. —The folhnving particulars relate to The Muggleton Horti¬ 
cultural Societv for the year ended December 31, 10...; — 

At the beginning of the year. —Cash m Bank, 'Aar L.’an in hand, 

£100 (at cost), accrued interest thereon, ii 10?.: dents. Stauin'.:. etc., as per 
valuation, £125: Subscriptions Outstanding, £24 (received during year); 
Tradesman's Bill for Prizes Outstanding. £9 (paid during year). 

During the Subscriptions and Donations Received, £324 ; Exhibitors’ 

Entrance Fees, £89 los.; Advertisements in Show Catalogue Received, £36; 
Admission Aloney to Show, ^^129 Ss.; Cost of Prizes and Competitions. 
/142 45. bid, ; Safe of Catalogues, £3 65. 6 t/.; Cost of Band, /2S ; Printing and 
Stationery, /3S ; Rent paid for Extra Staging and Chairs, £io ; Entertainment 
Tax, £8 4s,: Police and Labour. /lo 19s. bd. \ Judges’ Fees, £5 5.>.; Cest of 
New Marquee purchased, £150 ; Entrance Fees, Sports, and Competitions £41 : 
Chair Hire received, /2 6s.; Proceeds of Concert, /12 Ss. 6(/.; Cost of New 
Staging and Show Tables purchased, £36 I os.: Refreshments: Cost, £72 is. 4£f.; 
Sales, £84 9s.; Interest on War Loan (iS months), £7 los.; Donations made 


to: Muggleton Cottage Hospital, £100; Loamshire County Hospital, £^00; 
War Loan purchased (December 29), cost, /loi. 

At end of year .—Subscriptions Outstanding, /21 ; Exhibitors’ Entrance Fees 
Outstanding, /lo los.; Advertisements in Show Catalogue Outstand.ng, 
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HIGHER BOOK-KEEPING AND ACCOUNTS 

The Secretary- circulated the foUowing account to members and sub 
scribers:— 


Muggleton Horticultural Society 


BALA^XE SHEET. 19..- 


Balance from laift year 
Subscriptions and Donations 
Exhibitors’ Fees (Show) 
Competition Fees (Sports) . 
Proceeds of Concert . 

Profit on Refreshments 
Interest (War Loan) . 
Receipts from Advertisement; 
Admission Money 
Sale of Catalogues 
Chair Hire Received . 


Balance brought down 


[ 

1*39 

324 

S9 

4t 
i: 
1 ’ 


36 

129 

3 


ii. 

o 

o 

10 

0 

5 
/ 

10 

0 

s 

6 
6 


J. 
o 
0 
o 
0 
6 

5 
0 
o 
o 

6 
0 


1*846 16 8 


1x6 13 8 


Prizes and Competitions 
Cost of Band 
Printing and Stationery 
Rent of Staging and Chairs 
Entertainment Tax 
Police and Labour 
Judges’ Fees 
Marquee Purchased 
New Suging and Show Tables 

Donations:— . 

Mug^eton Cottage Hospital 
Loamshire County HospiUl 
,/ar Loan Purchased . 
Balance carried down . 


s. J. 

4 6 


£ . 

142 : 

28 ; 0 

38 i o 

10 1 o 
8:4, 

10 19 6 

5 . 5; 

150 ! O, 

36 10 


o 

o 

o 

0 


o 

o 

o 


100 O 0 

100 \ o o 

101 0,0 

1x6 i 13 8 


£846 16 8 


Tt k needless to sav that the abo\'e Statement is not a Balance 
Sheet It Sraerely an'analysis of the cash receipts and payments for 
Se year i doS Lt show the financial result of the Soc^ty s A^ua^ 

Ae do“ of the vear. As the Society possesses pro^rty and hy 

stow %foreTieSg further, the student b adrnsed to pre^ 
accounts from tto figures given for comparison mth those that follow. 




Assets. 


Cash at Bank . • • 

War Loan and Interest accrued 

Tents. Suging, etc. 

Debtors for Subscnptions 


Less Liability — 
Tradesman's Bill (Pnzes) 

CapiUl (or Surplus) Fund 


/ 

s. 

d. 

189 

0 

0 

102 

10 

0 

125 

0 

0 

24 

0 

0 

440 

10 

0 

9 

0 

0 

£431 

10 

0 


An Income and Expenditure 
oared as follows 


Account and a Balance Sheet can now be pn 






INCOME AND EXPENDITURE ACCOUNIr 


Muggleton Horticultural Society. 

° txcome expenditure .account for 

■ ENDED DECEMBER 31, 19- 

Dr. 


THE YEAR 



T c. d 

I'O Prizes and Competiiions 

A 

Cost of Band 

00 c 

Printing and Stationery 

a! : 

'1 Rent of Staging and Chairs 

I 0 c 

Entertainment Tax 

H • 

Police and Labour 

* . t * 

« w 

W Judges’ Fees 
,, Donations:— 

Muegletoo Cottage Hospital 
Loamshire County Hospital ^ 

* 

w • 

! 0 0 

’ .A A 

• w •- 

Balance carried loCapital Func 

- 3 -; 


^ ' I 

BALANCE 

SHEET, 


C 

c 

t 

A 

w 

O 

t- 


Bv S LU-'n-.*; 

F.xbibiicr?' rec-s -.y 
Emrance Vrri rt- 
Gate Money 

Advertisen-efits in C.'.ta.- 
Sale of Catalcr-*-^ . 

Cr..iir Hire 
Tr. ArC-ds 01 C<.n.r:t 

Rrfreshn-.ent S.ilr> . 'i 
Le.-j Pur.hasei. etc. 

.. Inte.-Art‘.n War Loab 




» 

*• • 


T * 

« « 


« . 




i ' * I 


C S. d. 

Capital Fund 

As on Dec. 31, I 9 --- -iSi 10 0 
Surplus from Income 
and Expenditure 
Account . • -34 to S 


5. J. 


Sundry Creditor 


666 


6 


i con 


3 2 


Tents. Staeine, etc. 
Additions 'dunn; the 
year 

Sundry Debtors . 

War Loan at Cost 
Cash at Bank 


i S. i. 

1:5 0 c 

116 1 c o 


u 1 

S - T 

I 16 

» # ^ 


f.. 


L 


5 . J. 


T • 

* v 

in 

✓ 

0 

13 


A 

D 

0 


u u * c. 


EXAMINATION QUESTION. 

The account set out below has been submitted to you for 
not approve of it, criticise and amend it. 

Loamshire Entomological Society. 

INCOME AND EXPENDITURE ACCOUNT. DECEMP.F.K 

Da. 


If \'«jU d'; 


fW. lo. 

Cr 



i 

s. 

sM . 


1 s 

4 

W . 

To Entrance Fees’00 at £10 los.^ . 

2 10 

c 

c 

Bv SaUn'^s and Wages . 

r. -1 ^ 


,, Fees for Life Membership (« at 




,, s^.rctary 5 salary 

35b c 
^ _ 

c 

lOS.) .... 

* '‘•0 

10 

0 

R-nt. Rates, etc. 

1 , 0^4 10 

Cl 

,, Annual Subscrip- £ s. d. 




,, Printing and Postages 

56 : S 

m 

f 

tions . . 1.564 0 0 




,, Rppiiii's to PreiBises . 

1:4 I 

1 

,, Ditto, naid in ad- 




Interest on Bank l.oan 

/ / 

4 

T 

r f f ^ 

vance . . . 65 0 0 




.. Balance earned co’.vn 

9 rc 4 

I 


1.629 

0 

0 




,, Interest on War Loan 

/ / 

10 

0 




,, Sundr>' Receipts 

62 

s 

6 




,, Balance from last year 

b :36 

13 

4 






I 

10 


£UA“S 1 

IC 

To Balance brought dot\*n 

oro 

• 

1 





Treasurer's Xoies .—The Subscriptions in arrear amount to i‘121. Sundry 
Tradesmen’s bills. £42 45. 6;f., were outstanding on December 31. but ha\-e 
since been paid. The Secretary’s salan.', though sanctioned by roSiduiDun of the 
Committee, has not yet been paid. The War Loan 119:0-47!. /2,ooo was pur¬ 
chased at pSL The lease of the Club premises *16 years to run' c^st £:.i24. 
The balance of the Bank Loan now outstanding is .^'i.ooo. secured b\' inortgacy 
on the leasehold nremises. \Chartc>cd Intoyr.idi.V.e 
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Soiiitio):. 

I —The account submitted is not an Income and Expenditure 

^-4 mt'“it I "merk- an analvsis of the cash receipts and payments for the 
Au^ount, It 1=™^ -xp.-retarc-' salary has been included as a payment. 

y-he^elf t^ V^ea^^xer s note-smtes tharthe amount is still outstanding. It 
appears, therefore, that the Cash in hand shoula be .1,3^0 4- ^d.. and not 

.070 4 s. li- j coc-etv Dossesses assets and is liable for outstanding 

a,h- .iTci: m 7 h»ld be femed m the iotm of an Income and Enpend.tme 
teSm'toS" A actnal income of the veat. and a Balance bhe.t d.aclos.ns 

’"T\X.nTTiIV;TaraS4 the potitton of adatts at the 

beginning of the year inu 5 t be ascertained as lollows:- 

Assets. 


Cash at Bank 
War Loan at 
Lease 


Less Liasilii} — 
Bank Loan . 

Cjr:l.i: 01- Su>phi^ 


0 

i 

S. 

d . 

1,23^ 

13 

4 

L970 

0 

0 

2,1:14 

0 

0 

£ 5.330 

13 

4 

1,000 

0 

0 

£ 4 - 3 ^ 

13 

4 


Loamshiie Entomological Society. 

,S-COME ANP 


YEAR ENDED 


Cr. 


I'‘R. 


S-rcryiirv ? -ry 
.. Krn:. KtI'A. y:- 
rnnv.n: .-.r. » i'--?’.-'--'’ 

Iru-r-At' n 


1 . 'k . ' 


r 


• « 


t ^ 


• * -« 

5 '' 


% 


L 




• * 


«• 


bv EntrAr.ce Ft o 

Fc-?5 ‘or Lite Meu.bersaip 

A:irE:.a Sdb^driptiens . 
Ir.tor'T^t cn Wbr Lo.vn . 

. Sunirv- Receipts . 

bJAncr c..rr.rd to C .pita. 
rwPJ. txce<i ‘i e.\- 

r.-. r ir.-TiiAc 


;io 

262 

1,655 
/ / 
62 


s. 

0 

10 

o 

10 

6 


j. 

0 

0 

0 

0 

0 


• W 4 » » 


13 9 




.:.G h'.P : 


1 j' 1 


• • V 

* • 


I ' 




^ - - f • 


HAl.ANCh 'HKET, I'ECEMBEK 3'. i'‘ 




a 

•4 


L'AtSf it C'>t 
Waif L: -n At C- 

Mi.'irv b- Vt-. :> 

C .srii ‘.t U.iUn 


i 

:ri :4 

1*070 

I 2 l 

1,3:0 


S. 

o 

V 

0 

( 


0 

0 


c 


15.535 ^ ^ 


I 

• • 4 * ^ \\ *1 ^ T "4 o t C* I-^C cl w C • 

V . f < ' » 11 i' r TiiiiuV i\Ji 

Hospital incce' and Espendi.nte Accounls.-Spe*^ loms ^ 

^ ^r.fr 1 hv n wvll-known chartered accouniam, 
accc'uru. draltea la a ^\cn m .. t'- Edward 

a,i.fpt.-il bv hosp't.tb dc-.-^inng lu participate in the ^ 

ra ,5 It Hi'.'pual l'und>. 






REVENUE ACCOUNTS 


/ / 


in. Revenue Accounts. 

The object of a Rec'ciuie Accour.i is to ascert.-ut tuc i.ei .'Uiui. ' V 
iicome. for the nnancial period to which it rducs. and it can oc pre- 
nred onlv from a set oi buoits kept cm 'I' Ciibk-cntr}. urimip 

The distinction between the tenii' Inc'-me .mu ENpei.uitn.rL 
U'count." '■ Pr-Vit and Loss Account." aiv.I Revenue Account i:- 
mrelv technical, and is sometimes urged tu the rojnt <A pedautn. 
dnee the construction of these accounts and the oojeas ^^r''ed W 
hem are practically identical nu turther treatment need be aceHrued 

hem here. 


EXAMIN.XTION '.jl’ESTIONs. 


I. Explain tiie dii-orence 


ri r • • 




L vJ 


ni a KcCviPts and Favnivnts 




T A ■« ^ < 


nd Expendiiure Account, a 

2. Frequentiv s-d-called Baiance Sheets are^exhibitod. par::cu:ariy by cnarit- 
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lecessarv to make them complete Balance rsr.erts. snowme tae true nn.inc;al 
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ure'on Relief amounted to and cn^Loans to : 7- 
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oilowins limits: A. ^3.410 4'_ 2.;.: B. xe.eco lo.n: C. ^i.ico c.t. 


Add to the accounts you draft, a report expressing your opinion on the situa- 
aon as disclosed bv them. -/ncur-u.T.v.? 

5. The following Statement 01 Accounts ol the BlanKsnire Benevolent Charity 
,vas submitted as shown for adoption at the annua! meeting. You are invited 
:o criticise it. 


STATEMENT OF ACCo'UNTS FOR THE YEAR ENDED 

]UNE ;o. 10... 


Receipts. 

To Balance . 

.. Interest ca Invcsir.-.ents 
.. Don.iticnf 
.. .\p7ea. 

., Inror.'.e Tu.x retvrr.e.i 

* 1 • 

.. cvercuA-Eea 

.. Bank Interest . 

.. .\:r.ccnt Baakei in errer 


h.X?EST:TVPf 


4 ^ 




5 5 

r % • 


_> 

V 


« * 

n 

% 

• \ 


C 


r. 


0 


inn 

^ ■ 

^ ^ w • • 

“ ♦ « I V 

« • ^ 4 * 

# 

p\* 

Treasure: 

’ n - * ^ 

t nnttr.a . 

.. Chie: Kent 
., I.a'^' Cr.araes 
.. BankCouiau: 




• • 4 ■ - * a ^ • 


.. Balance i:> Bar 


L 


5 - 

5 o 

^ V 

V* * « 

X • 

5 0 

a 

X 

X ♦ • 


o 

c 

0 


4 

0 

% 


. .X 









ROOK-KEEPIN'G AND ACCOUNTS 


Y '" 5 r..Ni P**LN*^* 5 . 


1 r ^ - 


- •v 


^ •> • 




^ • 

w 

t • * 

< ^ 


i N :r: 

, - 4 \ 


t z ' 

* « 


:{iz 


T f * • i • *» — 


* 


-s t 


rr. r;.: 
■ G-i 

•:N:i 

:■ rk 

* 

t ' . -S 


• • ••• 
A 


-Tt >-;%N 


^ ^ ^ ^ . -^-4 S • 


• V « «• 


Cos 




5 . 

d. 

T.lCS 

f. 

S 

- 255 

iS 

4 

^ 

16 

9 

5 2 i 

X 

ro 

500 

0 

0 

c,«oo 

0 

0 

5 oOO 

0 

0 

’io.i 6 r 

3 

/ 


A'-:d:tr 


^ dU ^ -T- 


r 

*• w % 




* > .r 


• r-^v •. 




A/ • ▲ • -* V - 


^ •a 


a - • 






HERBERT TRUSTEM. 

arr invested were produced lo and 
demand :n s-afe :-5t-rcv. 

\VILLlA?d T. SUPPLETON. CA3s>m<2K. 
Tames union". 

.h::crporaicd Accountants.] 

R^c- 1 ^*' and Pavments Account of a charitable 
UA^N-VU-e"" GU-rta-.'-'n. Creyare Genera! Income and Ex- 

: for The vear ended December 31 , 10 ,.. :— 


receipts and payments accolnt. 


1 ? — 


D-f:. 




* O'lr 




* • ^ 




^« 


(• 


O'natirni am nir? 

L^narie? 

Fund r>'n.a*.: 

-r. DrTvr^:’. 


« • 


Bv ?a'.T7.en:5 to Pensicnea-s 
Rent, three quarters 
0^:e Ex-nenses aad Salaries 
C-T::ectcr*5 Cctnmissicn 
Printing Year Bock, etc. 

Postages . . /.r* j 

Grauulfles from Special Fund 
Investment in tfoo Birming¬ 
ham 3 “:. Stock 
Balante— t 

Cash on deposit . 4 ^ 

Cash on current ac¬ 
count . • 73 

Cash in hand. . 12 


i.ce«; 

75 

275 

37 

c6 

iS 

143 

300 


4 S 5 


£2,624 


The committee o: man 
-had be treated a 3 me:me. 
■' shouli be separate 


t urm 


mcome tax recoveran.^ 


erstr.s c-v.'ei -15 a over 


a;emcnt resolve that one-half of legacies 

--TT.= ir.ier beine capital, and tnat tne Specia 
the ■■ General Funds." Bring into account 

'o'-a’-re’-'s rent was unnaid at December 31 . 

CudV.-s - the Year Book. CharUrfd AccouriianU.) 











Chapter \ 


THE BALAN'CE SHEET 


,Vhen the figures necessary for the compilation of the Irading and 
^rofit and Loss Accounts have been extracted from the Trial Balance, 
he remaining items should consist of the details necessaix' for the 
■onstruction of the Balance Sheet. Items of a like nature must be 
rrouped together, since the totals only of the generic groups can be 
iealt ^\^th in the Balance Sheet. In order that this may be done, it 
s customarv to extract the balances from the various ledgers on 
.eparate list’s, the totals only of the several lists being entered in the 
frial Balance. Thus the Sales Ledgers’ balances will furnish the 
otal “ Sundr\- Debtors ”: the Bought Ledgers’ balances, the total 
' Sundr}- Creditors ”; the Investment Ledger balances, the total 
' Investments,” and so on. The strictest care must be taken that the 
rrouping of the items is not misleading, as it will be if heterogeneous 
issets and liabilities are lumped together. The material thus accu- 
nulated and classified wiU furnish the framework of the Balance Sheet, 
3ut much more must be done before the document can be regarded as 
:omplete. 


Basis of Balance Sheet.—The “ Statement of Affairs ” prepared in 
nsolvency proceedings is analogous to a Balance Sheet. But in a 
statement of Affairs the assets are valued at their estimated break-up 
ralues in order that creditors may forecast the result of immediate 
•ealisation, whereas in a Balance Sheet the values of the assets are 
;heir values to the business as a going concern. The definition of a 
Balance Sheet, usually tendered the student as “’a statement of 
issets and liabilities,” cannot be considered satisfactory* in view of 
;he fact that items may be included in it that do not belong to either 
:ategor}*, e.g. premiums on the issue of shares, debit balance of Profit 
ind Loss Account, preliminan.' expenses, reserves, etc. A better 
lefinition is that a Balance Sheet is a classified siimniarv of the ledger 
\'dances remaining after closing all revenue items into the Profit and 
Loss Account. 

As we have seen, the elimination from the Trial Balance of the 
Trading and Profit and Loss items leaves us y\*ith the framework of 
the Balance Sheet. But before that framework can be utilised other 
things must be done. The liabilities must be carefuUv scrutinised to 
ensure that all outstanding debts have been brought into account. 
^Miere available, the Stores Inward Book kept bv the store-keeper 
should be checked to ensure that the invoices representing the latest 
deliveries of goods have been properlv posted, and that goods repre¬ 
sented by invoices entered immediatelv after the close of the vear have 
aot been included in the stock valuation. If no Stores Book is kept, 
the Carrier’s Book, or Warehouseman's Roueh Book, or similar records 
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mn- ^erve the sattie purpose. Examination of the BUls P^vable Book 
wi enmre that all outstanding bills are properly recorded in the 
financial book- As regards limited companies, the Directors Minute 

She Niue" placed upon them are justtned. and that all due provts.on 

for known waste has been made. 

Double \ccount Svstem.-This is a method of presentation of 

SiOrmfepe. can,a.s and ^efec.nc,tv^and^^gs^u„m^ 

Smg's haS bienltatlmahsed the system has become of no more than 
historical interest. 

Umited companies and 

make.- it comipulso ^ the company in General Meeting not 

ilSAkfi^SLn m£*s Mter 

” -" {“rirE 'A 'GrSohi a’"iTo“ "4Ws: 

^S^Zt^SmAcconnGmustbefm^^ 

of the compsint or [u\ a date not more than 

date of tje-eHng or pi^he^e of a 

iS fnllali Inh"bom?orr a'oA^by d“oS, ol 

to be annexed ^ twentv-one davs before the date 

of the meeting, to everv member debenture 

cratlcd to f'yi''%™'“X?rAhl.crmu=r set' out fat least) certain 
p^rtAlarPisiaid ctvnh the Eighth Schedule and elsetvhere: these 

particulars are enumerated on pp. b3 Cn- 

Responsibility for the Balance Staet. -The artoun.s 0. pnva.e 

firms are of concern n.) the partner. onl _ of the 

Palance Sheet O bp- f as tve have 

:;-!XGc/oib"rtt^7ba.t,.ng„mu«o,.;vo^beir„™^ 

Shall be appended to it " on behalf of the Board iDO) 
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that the auditors' certihcate also appears at the foot ot the Baknce 
Sheet. But auditors cannot dictate its form, unless it tails to compl> 
OTth the \ct (see p. 2SS) or it is misleading or inaccurate, nor do the\^ 
accept responsibilitv for the values placed upon the assets. Auditor 
do n^ot certify these values; indeed, they cannot, since the^e calue^ 
are frequently matters not of actual fact, but ot opinion The = 

duty is to report on every Protit and Loss Account and Balance ^he 
(and all eroup account.s) laid before the company m general meeting, 
(s 16A "and the report must expressly state the tollowmg matters 
i;et out in the Ninth Schedule to the Act): ii) whether they have 
obtained all the information and explanations which to the best ot 
their knowledge and belief were necessarx' for the purposes of their 
audit (2) whether, in their opinion, proper books have been kept and 
nroper returns received from any branches not visited by them, (3) 
whether the Balance Sheet and Profit and Loss Account are in agree¬ 
ment with the books of account and returns, and (4) whether to the 
best of their information these accounts give the information required 
bv the \ct in the manner so required and give a fair view, respectu el\ , 
of the ’state of the company’s affairs and the profit or loss for the 
financial period. In the case of group accounts there are further 
requirements with which we need not deal here. 


Form of Balance Sheet.— The draftsman of the Balance Sheet of a 
private partnership must study the Articles of Partnership, which, 
almost certainly, will contain clauses affecting the accounts, e.g. m 
such matters as fixed capital, drawings, interest, loans, etc. As 
regards public companies, if the undertaking is amenable to anx 
particular Act of Parliament, the statutorx' form prescribed by the 
particular controlling Act must, of course, be followed. Apart from 
parliamentarx' companies, there is no prescribed form of Balance 
Sheet. It is'difficut to imagine a stereotyped form that xyould suit 
aU and ex'erv tx'pe of commercial or financial undertaking. L nification 


is, in fact, impossible.^ 

A Balance Sheet is a condensed and classified list, taken out upon a 
sheet of paper, of the balances remaining open in a set of books after 
the Trading and Profit and Loss Accounts have been prepared and 
closed. It'ls not a ledger account, and balances cannot therefore be 
transferred to it. The item occasionally seen in some published Profit 
and Loss Accounts, “ Balance transferred to Balance Sheet,” is there¬ 
fore unfortunate. The Profit and Loss Account is a ledger account, 
but the Balance Sheet is not. 

In America, and on the Continent, and also to some extent in 
Scotland, the assets are placed on the left-hand side, and the liabilities 
on the right-hand side of the Balance Sheet. In England, the reverse 
order is foUoxved, apparently to the great regret of some controx’er- 
sialists. But the student will be xx'ell adxdsed not to be perturbed ox-er 
this x-ariation of practice, which is one more of tradition than of 


* Article Si of Table A in the First Schedule to the Companies Act of 1S62 
contained a form of Balance Sheet. But that eliort at formulation was not verx' 
happy, and was not repeated in subsequent Acts. 
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orinciple In this countn’ it is a frequent practice to terrn the JeR- and 

o^r ■ Sital and Liabilities -) and the “ Assets sides ^d, although 

tnese capuoi accent the fact. Neither need he worrt- 

recommended cheerfuU\ to accepr , " Dphtor ” and 

«^heet for after all, " Sundr\- Creditors ” appear on the debtor (Dr) 
ride ild " sCndn- Debtors " on the Creditor (Cr.) side' No reasonable 

pvaminer ivill complain at either description. 

™Tail erfor Lmmon to many candidates to head the Balance 

Sheet, e.g .:— , , _ i. 

The XYZ Co., Ltd. Balance Sheet for the year ended December 19... 

Tbit; is inaccurate A Balance Sheet sets forth the fin^cial position 
Is ?n a defimte date, and does not cover a period, as rs the case noth a 

Profit and Loss Account. 

Marshalline Assets and LiabUities.-A reasonable and consistent 

A i mar-hallin? assets and liabilities must be adopted, and the 

and ISlaMufil “ to 

54'Ut\TiSs“rI"toed m the order of their readability, 
(6) here trie the liabilities are 

Sd to the mder'in tvhich their payment can be demanded. 

Method (a) is employed by the vast m^ajonty.^^^^^^^ 

takings: “"tod (*) T^f°4mInation clndidate should obtain equal 
Ss freSer method, provided that he intelligently applies the 

method selected. 

Information .afforded hy Balmce She^ sharp «incto must 

be draMTi between Balance Sheet, romnanies Act, 1048, and 

June 30, 1048, which TheLter had to conform 

to the requirem^ts o the i, 29 ^M by the Act 

Ilal ?■ every balance sheet of a 

\-iew of the state of aftmrs . . • _ ^s applicable thereto, 

ments of the Eighth schedule _ 5 . ’ “ . , necessaiv' here 

L'^;ro"uf m^st o7 S pfoLmns practR^lv in fulR 
“I'k^lto'irpotocrihln”the others, the paragraphs art 
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numbered in accordance \Hth the schedule, but the text does not 

necessarilv follow the actual wording of the Act verbatim;— 

h\ The authorised share capital, issued share capital, liabilities 

and assets shall be summarised, with such particulars as are nece5sar\- 

to disclose the general nature of the assets and liabilities. 


{(i) requirements as to redeemable preference shares, 

(b) capital on which interest has been paid out of capital, 

(c) the amount of the share premium account must be specihed 


(Particulars as to 
power to reissue.) 

(3) The foUotnng 


redeemed debentures which the company has 
are to be separately stated, so far as not written 



(a) preliminary' expenses; . , - 

(b) any expenses in connection with the issue of any shares or 

debentures; , u . -. 

(c) commissions paid in respect of any shares or debentures , 

(d) discounts allowed in respect of debentures; 

(e) discounts allowed on the issue of shares at a discount. 

(4) (i) The reserves, provisions, liabilities, and fixed and current 
assets are to be classified under headings appropriate to the business. 

(ii) Fixed assets must be distinguished from current assets. 

(hi) The method used to arrive at the amount of each class of 

fixed assets must be stated. 

(5) Except as provided below, the amount of any fixed asset is to 
be the difference between the cost (or valuation) and the aggregate 
depreciation written off since the date of purchase (or valuation). .As 
regards fixed assets the cost of which cannot be ascertained without 
unreasonable expense or delay, there is to be substituted the net amount 
at which such assets were standing in the books “ at the commencement 
of the .Act ” (5 (2) {a)), and such figure is to be treated as though it 
were a valuation made on that date. In practice the accounting date 
next before July i, 194S, is usually taken, and it is recommended that 
the amount so shown should be described as the " net book value ” of 
the assets in question as on that date. Suggested alternative methods 

of arrangement are shown on p. 96. 

(5) (3) pro'ddes that as regards assets valued on the basis of cost 

(or " net book value ”) less depreciation there is to be shown (a) the 
aggregate cost (or " net book value ”) and [b) the aggregate depreciation. 

The foregoing is not to apply to assets dealt with as mentioned in 
(5) (2) (6), (c), or id) below. 

(5) (2) {b) Assets the replacement of which is pro\’ided for bv 
making proxision for renewals (i.e. by raising a renewals fund, which 
would be showm on the other side of the Balance Sheet as a “ provision" ) 
or by charging the cost of replacement direct to revenue. In either of 
these cases depreciation need not, and would not, be shown as a 
deduction from the cost of the asset. 

(5) (4) provides that as regards assets dealt with in either of thesi 



<4 HIGHER BOOK-KEEPING AND ACCOUNTS' 

wav> there -hall be stated: .j) the manner in which their replacement 
11 ^mndldtor, and ,M the aggregate amount ot the prone,on of any) 

S'tvhich the market value .e etated, tee 
GoodtriU. patent,, or trade marks ,see iJ, . il oil beloni. 

amounri «peeti, elv of capital reserves, revenue msen es, and pro- 

nr ,1 a statemlnl or report anneted thereto, there is to be shown the 
“umeAfarLcrease In the amoun. <d rte resetves or prons.om m 

*'rSrSS ?he«Gr «ded” lUde'rTub-headings this nde is to 

apply to each o the one tor taxation and the 

(For instance, it n\o ' , 4 ' ^ permi-sible to transfer a 

TTran^mPth^l .Ti:ot'"ptot-- -uld be unchanged 

t llTf Jere am to^be shown under^s^^^^^^^ 
respective totals ot the trade ^ 

‘’'“uTeT “ThTe'TresTn “ trade investments " is not denned, and 

has given rise » - as oppoTd to financial reasons. 

TTiThTTehl; a bustne. wrth v« 

t“:r wStttscI^'^ s&ss womd be a 

" 'TwiTl'TtaTTTtTXTTe^^^^^^^ tTamount of any good- 
(I) ( .1 mere mu r ue a-certainable and not \mtten ott. 

"Ts'r r St;- Tni^'pSET 

lleTTnv u^pSTtbeEmpany « t^^^ conveyance or any 
'^'''Ther^e lre\''o be^ showrunde'r'se''p''arate headings :- 

f-Tt id the a-^re-ate amounts ot any outstanding lo.m 5 to 

em^i^vTs iol the pufpose of enabling them to subscnbe lor share- 

in the company --^^^^i^bank loan- or overdrafts, and 

tt S'TTegTraTTnT,rrT:duction of income ta-v, 
which TrecoTmended for dtstribntion by way of divndend. 

(S) 12 ) Good\\-ill. patents, and trade marks may , 1 e?ire , 
«ho\TO as a single item. ^ -'pmrpd “ othenrise than 

I'TcTT' ‘ThirvloTd atply mosl commonly in the case of a bank 
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loan or debentures issued bv the company: it is sufficient merely to 
AA fhp word “ secured " after the heading in Cjuebtion. 

^ (lo) ^^’here anv of the company’s debentures are held by a norninee 
of or trustee for the company, the nominal amount of the debentu ^ 
and tSount at which they are stated in the company s books i. to 

be paragraph sets out a number of unrelated matters. If 

not othenHse?hoym,?hev are to be stated m a note, or m a statement 

or report annexed to the accounts. The matters are , 

(III (2) The number, description, and amount of any shares of the 
company which any person has an option to subscribe or gmng • 
la) the period during which the option is exercisable, (b) the price t 

be P3.id for shares subscribed for under it. _ j- • j i ^ 

(II) (A Particulars of the arrears of fixed cumulatiye diyidend^ on 

the company’s shares, giying periods and amounts, and distinguishing 

between different classes if there are more than one. 

(ii) (4) Particulars of any charge on the assets of the company to 

secure the liabilities of any other person. ^ u-r** 

fii) (s) The general nature of any other contingent liabilities not 

proyided for, including, if possible, the aggregate estimated amount of 

those liabilities. ^ 

(ii) (6) The aggregate estimated amount of contracts tor capital 

expenditure, so far as not proyided for. , . 

(ii) (7) If in the opinion of the directors any of the current absets 

haye not a yalue, on realisation in the ordinan,- course of the company s 

business, at least equal to the amount at which they are stated, the 

fact that the directors are of that opinion. 

(II) (S) The aggregate market yalue of the company s quoted 

inyestments, where this differs from the balance-sheet yalue. 

(ii) (9) The basis on which foreign currencies haye been conyerted 

into sterling. ■, f t- • j 

(ii) (10) The basis on which the amount, if any, set aside for L nited 

Kingdom income tax is computed. 

(ii) (ii) Except in the case of the first Balance Sheet laid before 

the company after July i, 194S. the corresponding amounts at the end 

of the preceding hnancial year for all items shown in the Balance 

Sheet. 

Some of the paragraphs enumerated contain a clause permitting 
the omission of the information in question required to be disclosed 
“ if the amount inyolyed is not material.” There is, howeyer, no 
attempt to define the word ” material,” and this must clearly remain 
in the reasonable discretion of the directors, subject of course to the 
auditors’ opinion. 

Definitions—" Provisions “ Reserves.”—These are given in Part 
IV of the Eighth Schedule, and since they are important are given 
verbatim:— 

The expression ” provision ” shall. . . mean any amount written 
off or retained bv way of providing for depreciation, renewals 01 
diminution in value of assets or retained by way of providing for any 
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known liability ol which the amount cannot be determined with 

substantial accuracy*. v- ^ 

The expression ‘‘ rcsen'e ” shall not, subject as aforesaid, include 

any amount rriitten off or retained by way of prodding for deprecia- 

tToC renewals or diminution in value of assets, or retamed by way of 

urovidin? for anv known liability. . i -i 4 . 

^ The ?xpre«ii)ii " capital reserve " shaU not mclude apy ^onnt 

Ind the expression " revenue reserve" shall mean any reseme other 

“'“uX'’ri"^th?Txpre5sion "liaKUty" las used in the above 
definitions) is to indude all Uabihties in .»* ^xpenchture 

contracted for and all disputed or contingent habilities. 

Part IV also provides that where either an amount off or 

retained bv wav of providing for depreciation etc. of assets or an> 
amount retained bv wav of pro\-iding for any known habilit} is in 

neceslar!', the excess is to be treated as a reserve and not a provaston. 

The above definitions are of the utmost importance and reqmre 
'areful ^tudv in order that a Balance Sheet may be correcth compiled, 
it be ien that the rule bv which excessive depreciation is to be 
ea?ed L a resen-e expressly prohibits the practice ot wntmg oft 
excessive depreciation without disclosmg the fact, thus barrmg the 
uSng of this (formerly veix* prevalent) method of creating a secret 

'^’There is also a point worth noting vith regard to capital reserves 

11; Sthe l iion ofthelretrors " and c"Xm- 

peTitm'a'ccLt and caP-> f^puon r«- Inn , ^d those 

';“ritdi:“bSe tot-btThth' Shlto^bly become so at a 

pfofit Totgh a capital one. ““‘^eco™ ^ 

Sts r 

were completed. Notwithstanding this possibil t> , it .ee ^ „r„„p,iv 

really two distinct classes of capital resen e. 

distributable later in the light of subsequent happenings. 

However, the authors would not like to be dogmatic on the point 

and there may be room for another ^ .object of asset: 

It mav be useful at this point to consider bnetlv tne mojec 
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,„d liabilities in general, and also in detail some Particular assets and 
liabilities that commonly find a place in Balance a^heets. 



Assets Generally.— Assets may be divided into i^hree ^ asses • 
{a) Fixed Assets; (b) Current Assets; (c) Assets of I nrealisab e • 

(a) Fixed Assets —These are assets of a more or less permanent 
kind that'are held not for sale, but solely in order to earn reNenue. 

Of such are Land, Buildings, Machinery', etc. onmiirpH 

(b) Current Assets are those which have been made or acquire 

for sale and conversion into cash. Stock, Book Debts, Tempora _ 

Investments etc., illustrate this kind of assets* 

(c) Assets of Unrealisable Value.^To this categoir belong such 

debit balance of Profit and Loss Account and the like, buch 
assets as these should be segregated at the end of the Balance Shut 
and any deductions that have been written off them during the \ ear 

should be clearly shown. 

Some writers seem fond of labelling assets as “ tangible or in¬ 
tangible.” An illustration of this now lies before the author. He i^ 
instructed that book debts is an example of a tangible asset, and 
goodwill of an intangible asset. But he remembers that he has some 
outstanding book debts which he wishes were tangible, and recalls a 
instance of a sale of goodwiU for half a miUion sterling, which, m that 
instance certainly could not have been ver>- intangible. The examina¬ 
tion candidate is admsed not to be too free m his use of these labels. 

The Act does not strictly require the separation of loan debtors 
(except in certain specified cases) from trade debtors; nevertheless, it 
is good practice to make the separation unless at any rate the amount 
of the loans is tnfiing. This is one of the instances where there is 
much to be said for not confining oneself to the strict letter of the law; 

there are manv others. 

Anv sums'due from Directors or other officers of the company 
must be separately stated. S. igo absolutely prohibits the making of 
loans to directors (formerly permissible, but the details had to be dis¬ 
closed in the Balance Sheet) except in the case of an exempt private 

companv (see p. 269). . 

As ^ready stated, investments must be separated into three 

categories, viz.:— 


(a) Trade Investments. 

fb) Quoted investments other than trade investments. 

(c) Unquoted investments other than trade investments. 

We have already considered the meaning of trade investments.” 
As regards the second category, the market value must be stated 
(normally bv way of a footnote) unless these investments are already 
shown at market value as, if they are dealt with as current assets, 
they might be. 

Investments may, according to circumstances, be fixed assets, 
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current assets, or not strictly either; it must depend on the circum¬ 
stances of the case and for what purpose each mvestment is held. At 
one end of the scale, a trade investment is almost certain to be a fixed 
aJef at the other, an investment in a British Government stock 
readilV reahsable and representing no more than a temporary- use of 
furSus monev, is bevond question a current asset. A particular type 

f-ets and appeanng in the majority of modem Balance sheets is 
■ 'Tax Re^er^ e Certificates.” It is arguable that this is perhaps more 
of the nature of a ” pavment in advance” than a true mvestment. 

they should be, the point (from a Balance Sheet point of view), becomes 

^'"Swill patents, and trade marks must be separated from other 
a-ets if it R possible ibv reference if necessar>- to sources of information 
ouHde the books of ac.munt) to do so. It is not obhga or>- to separate 
goodwill, on the one hand, from patents and 

If a^ oftfn happens in practice, thev have all been purchased together 
fnr an inclusive sum the separation is impossible. 

s“ock in hand must, of Use. be stated separate and ^s usua 

SitVtttTo-uo. applg to rtocE ^1, - reg^jds^a puhhc 

iZp“e„fpaS”J raVniaterialt finished goods, packing materials, 

etc, 

ValuaUon I’honld'be''bated iton'Ihet 

of the h.xed assets in values are bv no means alwavs the 

iat'htteifit op;.»t nmrhe. 

mlenVX flUd-assets employc-d^bv »t"p”ra«S 

SiltJ'iSlaSnT:^ S SJ* pro« ^ -e^ 

fL^5)nr,he^rr tatd. bltied^^ 

Stts&S!:'^nc^ S rhUc^ " r t 

goinS'Concem basis oi \aluation adop havin^ accrued 

^•ear: othenvise the accuracv ot profits shov m a.^ha^ln,^a^^ 

since the previous Balance "''ll ^ the Assets 

realise the supreme importance o ^ based upon reasonably 

intimate is the relation between ‘'"P’^nce 4eet upon a request foi 
Bankers and others, inspecting a Balance -.neet p h 
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a loan, ^vill naturally re\new the assets rather upon a break-up basis 
than on that of a going concern. 

Land and Buildings.— It is impossible to adopt hard-and-fast rules 
when^aluing these assets. Freehold buildings mav be slowlv 
owdn^ to wear and tear; or depreciating in value because of ^ 

apmecfating in value. Freehold land will probably fluctuate in va ue, 
and the appreciation or depreciation may even be permanent. 

be Stated at cost; and the legal, surveyors’, and other expenses o 
acquiring the land mav legitimately be added to that cost, although it 
is more prudent, perhaps, to charge them to revenue over a term of 


It cannot be afflimed that it is ultra vires to revalue an asset that 
has appreciated, and employ whatever increase in value may be thereby 
disclosed to decrease or eradicate an adverse balance standing at 
and Loss Account. Directors who adopted this course were held to 
be iustified in the absence of any fraudulent intent {Ammonia Soda 
Co., Ltd., V. Chamberlain and others, [ipiS ). But, in the ma]orit\ of 
cases, it is unwise to take credit for unrealised profits. Additims to 
freehold property may be capitalised at cost, pro\'ided always that 
the book value of anv portion of the building demolished to permit 

of their erection is dulv written oft. 

The cost of leasehold land, and the subsequent^ expenditure upon 

it, must be written off over the life of the lease. If there is an option 
for renewal, and it is desired to exercise the option, the best method, 
perhaps, of pro\’iding funds for the new lease is by means of an endow¬ 
ment policy of assurance. 

Buildings stand in a different categor}’ from land. Freehold 
property, if^kept in an efficient state of repair, need not be depreciated, 
but this cannot be laid dowm as an invariable rule._ The original con¬ 
struction, present state, and other circumstances affecting the property 
must be taken into consideration. 

Leasehold buildings must be treated as stated above in the matter 
of land. If the building is unlikely to last out the lease, that factor 

must also be taken into consideration. 

From a mortgagee's or banker's point of view, the chief questions 
to be answered are: (i) Can the property be easily converted to other 
than its present use ? (2) ^\'hat is the site value (3) Is the locality 

in which the building is situated waning or increasing in popularity 

Provision for wastasre in connection with leases is most suitably 
made bv the annuity method. 


Frequently, a premium is paid for a lease. This premium represent- 
commuted rent, and should be spread in equal instalments over the 
term of the lease. Money is frequently raised in these days of heavy 
death duties bv the erant of leases at reduced rents in consideration 
of the pa\’ment of a cash premium. Such premiums represent rent 
3aid in advance, and. similarly, should be spread over the term of the 
ease. 


D 
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Dilapidations —liability to yield up demised premises in good 
repair at the end of a tenancy’ is usually attached to leasehold agree¬ 
ments. This is a contingent liability that must be provided for. The 
extent of the liability should be carefully estimated by professional 
ad\iser5, and a fund should be raised and invested, preferably outside 
the business, in order to meet it. Assurance policies are sometimes 
taken out for this purpose. 

Balance at Bank.— The most usual practice is to include in the 
Balance Sheet the balance as shown by the Cash Book. However, this 
should not be taken as an invariable rule, and there is a school of 
thought which considers that it is more correct to show the bdance 
which appears in the bank pass book, on the ground that this is the 
actual amount standing to the company's credit (or debit) with the 
bank on the date in question. The authors are rather inched to 
favour this view, but would not press it to the point of insisting that 
this method be adopted in a case where the more usud method had 
been adopted in the past and the directors disliked the idea of making 

a change. 

Occasionally, the ordinan,' method is definitely wrong and an 
adjustment becomes reallv necessaiy. The writer came across one 
case,'in the course of an audit, where the bank reconciliation showed 
a surprisingly large number of outstanding cheques; it turned out, on 
enquirs-, that not onlv had these cheques not been posted to the 
creditors concerned, but they had not even been signed. The account¬ 
ant had merely drawn them’and put the unsigned cheques in a basket, 
to be signed after the balancing date. It is clear that to enter a cheque 
as a payment in the cash book under circumstances of this sort is in¬ 
correct 1 the entrv' should be made under the date on which the cheques 

are actually put in the post. _ . , j-iv 

Of course, if the Balance Sheet figure of balance at bank diners 

from that slmwn in the cash book''the corresponding adjustment is 
P^f.-^ssarv to presen'e the " double entry " (though no entrv' need be 
made in the books themselves). In the case mentioned above the 
bank balance was shown as increased by the amount of the imagmaiy 
pavments and the “ sundrv' creditors ” increased by the same amount. 

'One iinal remark; the reader should note the wording of the 
heading " Balance at Bank." " Cash at Bank " is often used, but 
this is not strictlv correct: the item is not specifically represented \ 
cash, and the accountant cannot know what cash the bank may have 

available. 


Goodwill.— Several academic definitions of what is meant by good¬ 
will are available, but none of them are entirely satisfactoiy;. it i> 
best, perhaps, to explain the term on the broad lines of practice, and 
t.) -av that in genc-ral, the purchaser of a goodwill acquires the ngn 
to represent himself as the successor to the business, and to enjo> 
every advantage attaching to the business, capable ol transfer, tna ^ 
farmer proprietor enjoyed. Thus the purchaser of goodwall a^ui^es 

the trade name, trade marks, designs, patents, copynghts, etc., 

ing to the business; he takes over the benefit of current contracts. 
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agreements, leases, etc., and he acquires all the advantage accruing 
from the location, reputation, and organisation of the business. The 
actual concomitants of goodwill will vary with the particular business, 
but some, or all, of these elements will be present. 

By its verj" nature, goodwill fluctuates in value, increasing as the 
profits of the business increase, decreasing as they fall. For sale 
purposes, the value of the goodwill is usually based upon a given 
number of years* purchase of the average annual profits, calculated 
over from three to five years of the most recent trading experience. 
The number of years’ purchase varies, and depends upon the kind of 
business. From three to five years is a common basis of computation. 
It is becoming increasingly common to arrive at the value of goodwill 
on one of the foUow’ing bases, w'hich are more scientific than the 
rough-and-ready method already mentioned;— 

Method (i): Assume that the value of the Net Assets (t.e. Assets 
less Liabilities) to be acquired is agreed at £180,000, and that the 
Average Profits available, before deducting the remuneration of the 
Partners or Directors (as the case may be), are £38,000. It is then 
necessary to ascertain the yield required on capital invested in the 
business, ha\'ing regard to the risk involved, and thus to arrive at the 
return which the goodwill will \ield. This cam then be capitalised, 
e.g. 

Average Profits .......... /3S,ooo 

Deduct: Remuneration of Partners or Directors, say , . 5,000 

Profits available for interest on capital ...... 33.000 

Deduct: Interest at 15% on the Capital paid for the net assets {i.e. say 

5% for pure interest and 10% for risk) . . . . 27,000 

Lea\'ing available for return on investment in gcod^^■ill {i.e. super¬ 
profits ”).£6,000 


The investment in goodwill will have to bring in the same vield 
as the investment in net assets, since the risk is the same, so that good¬ 
will can be capitalised at £40,000 w^hich is the amount of capital on 
which £6,000 of profits w^ill return 15%. 

Method {it ): Assume the same facts as before 

Average Profits. 

Deduct: Remuneration ..... 

Leaving available as the reward for Capital 


If 15% is the minimum return required on capital invested in that 
class of business, a profit of /33,ooo capitalises at £220,000. The 
purchaser should therefore pay £220.000 for the net assets of £180,000, 
i.e. he pays for goodwill the sum of £40,000. The goodwill of a pro¬ 
fessional business, depending as such a business does upon the 
person^ty of the pre\ious practitioner, will clearly be less than that 
attaching to a tratog business, in which the personal factor is of far 
e^ account. Again, goodwill based upon steadily increasing profits 
win be more marketable than goodwill based upon decreasing profits. 


/3S.000 

5,000 


£33.000 
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Goodwill rarelv appears in a Balance Sheet unless it has been 
DurchaVed The dutv the Balance Sheet drattsman in tins connec- 
is to see that the asset ,s stated as a sepatate .tem at the a^oun 
at which it stands in the books, mth the narration at cost, or at 

T^d rTurth” sthednle, Part I |io) of the Companies Act, 

rcWule ofthe same Act, evert-statement in heu ot prospectus must 
'“vnfelsTe“Arthks eM be wTitten down, a 

limbed companv would appear to be under no legal obhpt on to 

Shodd be "”«rdo.n as a wasting asset, apparentlv on he goimd 

-that debts and death are tbe »„ A “„ai„ nings 

The author has m mind a bu.me-^^U ° ^^,^5 .^0^^ the 

and ™,°^^-''^®?'^p‘'p:tirnated’ '\'^ain who can foretell the 

“Stt^ r t• “s«Sif ^ ml!re'ctf™“S 

S°iLls:lI\'™sS;alt with m 

and so crph- priaig -km^ capital 

The wntmg down of . the creation of a secret reser\-e, 

the asset has occurred, 15 tantam ron^tantlv beins renewed 

In the very fact that profits “= S gcodwai, 

and Its reduction below the onpnal co^t price i 5 a matte 

^^'■fri'^rolSmSriyrf SoodwdB is »» 

interest to accountants m a /gj^jants; (a) from distri- 

\n injunction was sought to restrain Profit and Lo=^ Account 

buting a dividend until the J Si^-ja^nd profits originally 

i-S;:;; ScUTfafrg y f insed p^nt resulttag from an 

If de° BXce Sheet 

fh^^Sce'oftifgoodiiB"^"^^^^^^^ aga^“‘ *s resertl thus 



THE BALANCE SHEET 


U 


reducing the reserve to £10,000. By the year 1920, the reserve had 
been increased to £25,000, and a further £15,000 was tran.Herred 
thereto from the balance of the current Profit and Loss Account 
000), making the balance £40,000. This balance of £40,000 wa^then 
distributed in the form of fully paid shares by way of a capital bonu^. 

But a period of bad trade was experienced, and at the close of the 
vear 1922 there was a debit balance on Profit and Loss Account of 
120,504 i6s. 6d. A proht of £1.300 was made in the year 1923, but 
three years’ preference dividends were in arrear. The directors pro¬ 
posed: (a) to pay the arrears of preference dividend out of current 
profits; (b) write back to reserve £40,000 of the amount written oft 
goodwill; and [c) eliminate the debit balance (£20,505) of Profit and 
Loss Account. 

The plaintiff did not contend that the goodwill was not worth at 
least £40,000, but that profits utilised to write down the book values of 
assets~could not afterwards be written back, and be treated as available 
for distribution. Mr. Justice Russell said that in his view “ the sole 
question was whether the Profit and Loss Account is to be treated 
as a continuous account so that no dividend could be declared out of 
one vear’s profits until any debit to Proht and Loss in respect of prior 
years had been made good.” In his opinion it was not so to be treated. 
If £40,000 had been carried to reserve from profits it could have been 
subsequently distributed as dividend. Did it make any difference if 
the company, instead of carrying that sum to reserye, utilised it to 
write down the value of goodwill? Had the company permanently 
capitalised those profits so as to disentitle it to restore them to reserve 
The shareholders had approved the directors’ previous reports and 
proposals, but they had not bound themselves to give up their claims 
to the profits that had been carried to reserve and employed to eliminate 
goodwill. In brief, those profits had not been permanently capitalised. 
The injunction applied for was refused. 


Machinery and Plant. —The various methods employed to meet 
waste in connection with this asset have been discussed (see pp. 41-47). 
Whichever method is adopted, the result to be ensured is that the 
asset shall be stated in the Balance Sheet not at its market value but at 
a figure that represents its unexpired capital value to a going concern, 
i.e. ‘‘at cost” (if new), or at cost less depreciation, in other cases. 
Occasionally, one finds that this asset is stated at its original cost, 
and on the liabilities side of the Balance Sheet there appears a Deprecia¬ 
tion Fund, representing the accumulated provision made for deprecia¬ 
tion to date. This method cannot be recommended. It is better to 
show the value of the asset net on the assets side. Its present book 
value can then be seen at a glance. See also p. 95 as to other methods 
of stating this asset. 

Where the plant is extensive and of various kinds, a Memorandum 
Plant Ledger, or Register in the form shown on p. 98, should be kept. 
Such a record is of great value as a check upon the provision made 
for waste, and is also useful when making claims for allowances in 
this connection in respect of Income Tax. 
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have sufficed, provided the foUGwing words had been inserted under 
the heading. “At cost, less depreciation.” But to comply 
Companies Act, 194S, something quite difterent is necessary-^ Tl^ 
minimum information required for compliance \nth this Act would be . 


/ 


Plant and ^Iachiner>-: 

At cost 

Less ag.gregate depreciation 


54,000 

20,700 

- 33.30*^ 


Note that these figures do not “ tie up " with the corresponding 
fibres for the pre\*iou5 year, but this is not necessar}’. If it is desired 
to show the connection with the figures for the preceding \ear (and 
many companies like to do this) there are several methods possible, 

one of which is the following 


i i 

Plant and Machiner}-: 

At cost: per last balance sheet .... 50>ooo 

Additions since 7*^^^ 

Less sales 3-°^® 

- 4,000 


54.000 

Less depreciation written off : per last balance sheet 19.000 
Less depreciation on plant sold .... 2,300 

16,700 

Add, pro\ided this veair ..... 4,000 

' - 20,700 



33.300 


It is important to note that the depreciation " shown as here 
provided is only the depreciation provided in respect of plant still on 
hand at the end of the year. If, as might well be the case in practice (or 
in an examination question for the matter of that), some depreciation 
had also been provided in respect of the plant which was sold during 
the year, then the total depreciation provided during the year, which 
is the figure sho\™ in the published Profit and Loss Account (or 
oossibly included there ^\'ith depreciation of other fixed assets) would 
lave exceeded £4,000 by the amount in question. 

We cannot leave the subject without dealing with the situation 
(envisaged and allow^ed for by the Act of 1948) w^here the cost of the 
plant bought before 1948 cannot be ascertained “ without unreasonable 
expense or delay.’' To consider this w^e w'ill take the figures already 
given on p. 94 and suppose that:— 

(6) Of total of £50,000, £32,000 represents the book value (as on 
December 31. 1947) of plant bought before December 31, 1947 and 
still in use at December 31,1948, while the balance of £18,000 represents 
the cost of additions during 194S and 1949. 

(7) The plant sold in 1950 realised £900; further, it had been 
purchased before 1948, and there is no record of its cost. The figures 
given under (3) above therefore do not apply. 

The net book value " of the old plant is now (at the end of 1950) 
£31.100. 
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iS) In substitution for the figures for aggregate depreci^on 
pre\-iou5lv assumed, let us imagine that ii’,500 depreciation _h^ been 

? ovided'in 194S and 1,49 (together), 

both the old ” and the " new plant, and that of this total £0^0 is 

considered as applicable to the plant sold m 1950. , . , ^ , 

We can see that, since this £350 relates to plant which at the e d 

of iQSO is no longer in the company's possession, it must be deducted 

St t. 

value ” on December 31, I 947 . of that part of Pl“t 

sold in IQSO If the directors have reason to consider that this figure 

of /i,250 is seriously wrong their proper course 

there is no compulsion under the Act) would be to adjust t^e net 

book value ” accordingly, by reference to the ^ the 

^ale We will assume that, for whate\-er reason, this is not hone m ine 

present case. The following entr%- in the Balaiice Sheet, gi mg 

facts as assumed, would comply %nth the Act of 194b. 


30.750 

25,000 

55 - 75 *^ 

12.150 


43,600 


Plant and Machinen- : _ . 

At net book value on December 31, 1947 - ^alcs smce . 

At cost 

Less aggregate depreciation ^vritten ofi since December 31. 

1947 

A second method, which has much to «commend it, is tojAe^a 

dean distinction between the ■ involves prodding 

SlpSlillii 

:?t*'’|4”oo Shfm“,5 t V.aoo?i?ates to the old plant 

“^ea^^firs^''^h'the - oldplant..the “ net book v^ue ” at^he 

end of 1950 is £3^.000 less £i,2dO, ” is 44,700 less 

aggregate depreciation (since 1947 ) P 

4'330 plus £2,200, f.t’. £6,550- . and the aesrregate 

As regards the " new plant.” the cost is £2o,ooo. and tne a^^, » 

depreciation £3,Soo plus £i,Soo, i.f. £ 5 . 6 oo^ 

The balance sheet entn.- could accordin^h be. _ ^ 


Plant and Machinery-: 

Vt net book value on December 31. 194, 
'less agereeate depreciation pnovided since 


At C05t • 


3 ' 3.750 

6.550 


25. COO 
5.000 


2^,200 


19.40^ 


43.^ 
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It may possibly be an objection that this method di-clo=e 

the total'" aggregate depreciation ” as a single figure. Ihis i^ rue, 
though an answer is that the facts are disclosed as fully a. po.^iblc, 
and if anyone wishes to know the grand total of depreciation it i> onl\ 
necessary to add together its two component parts, viz. £d ,550 
A 600. 'This difficulty may, howeyer. be got over, if desired, by u.mg 
the ‘‘ columnar ” method, now becoming increasingly popular, e.g.. 


Plant and Machinen- ; 

At net book value, December 31, 1047 

At cost 


Cost, 



c * * • 


♦ N c i . 

1 

i 

i 

■V 

30.750 

^^550 

2.t,200 

25.000 

5,000 

19.400 

i55.750 

i 12.130 

i43,ooo 


The other t^-pes of fixed assets can also be dealt with in these 
columns in the same way, so that the final total of the first column 
(which would be “ ruled 'off ” at the foot of " fixed assets ” section of 
the Balance Sheet) would show the total cost (including " net book 
value '' figures where appropriate) of all the fixed assets owned b_\ the 
business. Similarly, the final total of the second column would 
disclose the aggregate depreciation provided in respect of fixed assets 

of all ty^pes. 

A further extension of the same method is to use additional columns 
in which to set out separately (for instance) last year’s figures (at cost), 
additions less sales, last year’s figures of aggregate depreciation, and 
depreciation pro\nded this year. Numerous variations are possible, as 
inspection of the published accounts of a number of businesses will 

soon disclose. 


Loose Tools, etc. —Depreciation of this asset by ordinary methods 
is impracticable. Manv of the tools may be made by the firm s own 
workmen, and constant additions, losses, scrapping, and “ borrowing ” 
will var}" the quantity of the stock held. Actual valuation is the only 
safe method to adopt. The value of horses, livestock, moulds, and 
similar assets should also be ascertained by periodical valuation. In 
all these cases, fixed percentage depreciation is often misleading. 

Trade Marks, Patterns, Dies, Drawing, hvl —It is difficult to deal 
^nth these except on the basis of cost, sul C to periodical survey, in 
order to prevent obsolete trade marks, pauums, etc., being included. 
Trade Marks can be grouped \rith goodwill and patents in the Balance 
Sheet. 


Patents. —The protection afforded by a patent lasts for sixteen 
years from its date. But the life of a patent may be extended by order 
of the High Court, on petition by the patentee, where sufficient cause 
for extension is shown. The original cost of the patent, if purchased, 
together wnth aU fees paid in respect thereof should be written off over 
the life of the patent or earlier. Similarly, all expenses and the costs 
of experiments in connection with the invention patented should also 
be WTitten off \rithin its life. This is the broad theor^g but it may 
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have to be modified to ht 
the circumstances, e,g. in the 
event of the complete failure 
of the patent. 

Copyrights.—These extend 
for fifty years after the 
author's decease. It is diffi¬ 
cult to value this sort of 
propertv, since the value of 
a copyright may last long or 
(juicklv wane. Periodiced 
survev and valuation is the 
onlv safe method. 


Furniture, Fixtures, and 
Fittings. — Office furniture 
may last a long time, and 
possess considerable second¬ 
hand value. But Fixtures 
and Fittings should be much 
more heavily depreciated 
than Office Furniture, since 
these are usually worth little 
more than firewood when 
it comes to alteration of 
premises, removal, or sale. 
Particularly is this the case 
if they are specialised to the 
trade." If the premises are 
leasehold, some of the fittings 
will become the property of 
the landlord at the expiration 
of the lease, and particular 
care is needed in such cases 
to ebminate the asset from 


the,r^^ks during: the life of 
the geT- 

jTnd , i T i. 

(-■j^estnients.—Invest- 
cannot be said to 
depreciate in the ordinary 


sense, that is owing to wear 
and tear, but they may 
fluc-uate in capital vffiue. If 


investments are fixed assets 


held for the purpose of pro¬ 
ducing revenue, fluctuations 
in value may be ignored. 


provided that they are not 
permanent. The basis of 
valuation, cost or market 
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price mu^t be stated, and, where the value is stated at cost, a note 
mu^t' appear on the Balance Sheet of their aggregate market value. 
Special reserves are often created to meet actual or possible fluctuations 
in the v'alue of investments, especially when the investments held are 
heavv. Investments which represent a reserve fund should be 
separatelv stated in the Balance Sheet. If these investments are less 
in amount than the reserve, it indicates that the ba^ce of the fund is 
comprised in the general assets of the business. Trade me estments, 

1 e -^hare^ held for trade purposes, or shares in associaLed companies 
mus't alsu be separateh- stated. _ If any liability for uncaUed capital 
attache:: to investments, a note ot the fact must oe made in the Balance 

A separate ledger should be kept to record investment holdings 
and a -eparate account for each irn'estment, ruled as shoira on p 99. 

Some companies ,c.g. Assurance Companies) are under statutm- 
obligation to marshal their investments m the Balance ^heet under 
p afic head.,,-. As stated on p. dd. Schedule \ II pata. S, requites 

“1 trade investments, l« quoted investments other than trade mvest- 
Ten i and Ir) unquoted investments other than trade investments. 
Where investment: are held in subsidiary companies they must be 
stated separatelv as such, although only the aggregate need be stated, 
i.c’. it i; not necessarc- to show the holding m each subsidiar\- compam. 

Interest Accrued Due.-Interest on debentures, mortgages 
similar flxed-interest investments is frequently apportioned and the 

amount applicable to the period covered by the accounts 
ft^r m the Profit and Loss Account, a like amount being ^scheduled 
mi ih ■ t in the Balance Sheet. This is perfectly in order, though not 
n'idered obh-atort'. On the other hand, dividend., even on 
nreterence 'hare's, should never be anticipated unless at the ame the 
h'ount' are being prepared thev have actually been declared. E\en 
then it i' better not to apportion them, though if such a dividend is in 
reSelt of a period ending not later than Jo Balance bheet date it is 
permissible to bring in the whole as a di\ idend recen able. 

Mines Ouarrie' e ' ‘--It is not the usual practice in this countrt'to 
nrovide for the wa't h?of this kind of property consequent upon the 

fi S; clTpTnlS ale linder no legal obligatton to keep thetr capita 
■ p-arr " Tf 1 romDOiiv i.' formed to acquire or work propert\ ot a 
lUt'ine nature, c.g. 1 ndne, quartv', 'yVPMent the capital expende 
,11 acquiring the pmpem mat' b. regarded aa sunk and ,one U ■ 
T T in J r-r V \cuck.iu^ Aspfialtc to., 

Sb ;v," tb 111 tcrefcct 01 such propcriv are allowed for i.icome-m 

- - I* it is (It^^i^'Ocl t'* IlVlKC I'TOX IL'ICH fOF , 
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Stock-in-Trade. —It has already been stated that the basi^ of 
valuation must be consistent period with period. There is a classic 
accounting rule that stock should be valued ac cost or at market price, 
whichever" is the lower. But this axiom needs qualilication. If the 
fall in market value is temporary only, there is no need to reduce the 
book value of stock held bv a going concern. In many cases ^ cost 
may legitimately include freight, duty, and carriage. Deterioration 
due to damage, change of fashion, and' similar causes must be allowed 
for. In short, only permanent diminution in \-alue need be recognised. 
But profits must not be anticipated by the over-valuation of stock. 
Goods out on approval, and stock in transit to agents, must be valued 
on the same basis as stock in warehouse, and not be treated as sales. ^ 

Large differences between opening and closing stocks, or those of 
prenous trading periods, should be investigated. Such variations 
may be due to: i^?) inaccurate stocktaking: (b) alteration in the basis 
of valuation; (c) overstocking: {d) changes in the prices of raw 
materials; {e) sales failing to keep pace with manufacture: (f) faulty 
buying. Whatever the cause it should be traced. Allowing for 
fluctuations in turnover, there should be reasonably close^ correspon¬ 
dence between opening and closing stocks for different periods, and if 
there is not an explanation is called for. 

The Balance Sheet should state by whom the stock has been valued, 
e.g, thus: Stock at December 31, 19..., £— —s. — d. [as valued by 
Departmental Managers). 

Work in Progress. —The basis upon which this asset should be 
valued and the shortcomings of examination candidates when dealing 
\nth such items have been dealt with on p. 23. 


Sundrj' Debtors. —The balances of the Sales Ledgers should be 
extracted on separate sheets, the total of which is carried into the main 
Trial Balance. There vill probably be some small credit balances 
arising from over-payment, unclaimed allowances, etc. These, strictly 
speaking, should be added to the total balance of the Sundry Creditors. 
In some instances, provision is made for doubtful debts by assessing 
each account where provision is necessary’, but it is the more usual 
practice to reser\’e a kxed percentage on the total debtors. A reason¬ 
ably constant ratio between sundr}' debtors and turnover should exist, 
allowing for the usual run of trad'e credit. Care must be taken that 
all trade discounts and returns have been dealt with; and trade and 
other loans should be stated in the Balance Sheet separately from 
ordinar\' trade debtors. Advances to and amounts due from subsidiarv 
companies must be stated as a separate total. 

The amount of any loans made during the period of the Profit and 
Loss Account, either by the companv or bv anv other person under 
a guarantee from or on a security provided by the companv to anv 
director or officer of the company, including anv loans repaid during 
the period; also any such loans made previouslv and still outstanding, 
must be shown on the Balance Sheet, unless it is part of the ordinary 
business of the company to lend money, and the loan was in the 
ordinary course of business (e,g. a bank) or the loan was one not exceed- 
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■ ' V. TO anv emplovee of the company, and is certified by the 
ufecmm 0 hav^bee^made in accordance unth the company's prac ice 

S m^pect to 10.. to Its ™s''“ 

.lures rn the “'j's'” S a ecaLg them 

rpmcha™fiSl>paid shares ia the company to be held by themselves 

bv wav of beneficial ownership. , protfidon should be 

■ In'addition to P«"t‘°y“ri°l'ilfafUst losses due 

created in connection int °®s a]readv%een stated that, in the 

'„°afon:?Xses, ^“pro Aion lor ^^sconnt 'is ^deducted from the booh 

madlsatJn snpen-enef*e a”;!'trill be reduced by such discounts as 

are claimable. . _ ir • - 

Development to consume 

considerable an^ capi^^ d ^. development, practically 

revenue-earning sta^e. uun ^ -nnbiliied. The sinking of shafts 
all expenditure on developnu* ' ^ ‘' ,;]-ee-plantins, and road- 

making afford examples of de^elopmei ^ provided that, 

no objection to treating earning <=tage, steps are taken 

'!? orSvTd e" pen Aht “rbi he c.-m accurit.elv 
adinrisnohUpenditute as bo'"'!;™ rvorks by the 

aid oi Its oivn employees it «as .die ^ dividends paid on loans 

on actual constrari.ional o.h^ye mt.je t ar 

and preference star" “rU eleu dnnnc construetion can also be 
^iff'iind'; IS'oJidirions laid doiim ,n The Companies Act, tppS. 

Deferred Revenue ^'P'”'*''“q'yj']Ffpen'ie''Debentur^ Discount, 

Expenses, fhare -el Debenture DsU^E pen^ 

an asset lecHfi-teK. it -tmn ,^^oter a^r^^^ 

.assumed m ^ears should bear their proportion 

of the burden. It h.as alreada w ^Piri? paid in advance 

rare such as Insurance, Rent, assets of this 

mav hi- apportioned over ^editor's or banker's f 

Sr'hS,S“;f ihU^rt^it he Shoivn separately (see p. S3., 
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Liabilities Generally— As we have seen, the values placed upon 
assets are necessarily to some extent based upon personal opinion. 
But liabilities, except contingent liabilities, are capable ot exact state- 

ment. ,, , 

The various liabilities must be set out and classinea under appro¬ 
priate headings. It is important to distinguish long-term liabilitie> 
debentures or fixed loans') and short-tenn or current liabilities, and 
it must not be forgotten that if any liabilities are secured otherwise 
than by operation of law) the fact must be stated. Under the heading 
"current liabilities ” must be included: m) all amounts immediately 
due for pavment, whether in respect oi goods 'trade creditors) or 
expenses or’services (e.g. rent or directors' fees) and it) the due propor¬ 
tion of expenses accrued so far as they can be computed with " substan¬ 
tial accuraev.” Any amounts which cannot be so computed, i.c. 
which are rather of the nature of rough estimates, must be set out 
separatelv under the heading " provisions.” Under the general head¬ 
ing of current liabilities will also be included, under appropriate sub¬ 
headings, the com.panv’s current taxation liability and the dividend s), 
if anv, proposed to be paid. The total of any bank loans or overdrafts 
must also be stated separately. 


Capital. —It is usual to head the liabilities with a statement of the 
capital, although, in theory, outside liabilities should first be dealt 
with, since the capital item is the balance or net worth of the proprietor 
of the business. The statement of capital in the Balance Sheet of a 
partnership has been dealt with in Chapter ^TI. 

The nominal, subscribed, and paid-up capital of a limited company 
must be clearlv stated in order that the uncalled capital, if anv, mav 

» i k* • 

be seen. If redeemable preference shares are outstanding, they must 
be stated separately with a note as to the date on or before which thev 
are, or are to be liable, to be redeemed. Calls paid in advance, unpaid 

calls, and anv shares that have been forfeited, together with the 

* 

amounts paid up on them, must be separately stated. If any shares 
have been issued at a discount, so much of the discount as has not been 
written off must be separately stated on the assets side of the Balance 
Sheet. 

If capital has been issued under S. 65 of the Act of 194S the Accounts 
must disclose the share capital on which, and the rate at which, interest 
has been paid out of capital during the period (see p. 416). 

Debentures.— These must be stated separatelv. Anv interest 
accrued on them will be included under the current liabilities, and will 
not as a rule be shown separately. If the debentures have been issued 
at a discount, the discount, less any amount written off, will appear on 
the Assets side of the Balance Sheet. Debentures issued as collateral 
security for a bank loan are frequently incorrectlv treated bv examinees. 
The onlv entrv necessarv in this connection is as follows:— 



oan from Bankers {securea iv the 
5'^o Mortgage Debentures) . 


issue 


£-4.000 

. £ 20,000 0 0 
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AND 


The debentures are not extended in the outer colniM 
on th^oL is in Irreai. win the debt is repard. the debentures are 

"''m usual method of stating capital and debentures in a company 

Balance Sheet is as follows. 


Capital:— 

100,000 5 % Preference Shares of ii 

each . * * , V *v * 

I so.ooo Ordinary’ Shares of £i each 


I 


d. 


/ 


d. 


100,000 


9 

i; 


150,0001 o o\, 

' _r 


;£250.ooo I o i o; 


5% Preference Shares of £1 

each, fully paid . - • ■ 

100,000 Or^nary Shares of 
£i each. los. per share 

called up • • • 

Less Calls in arrear 


100,000! o o 


ii 

r; 


£50.000 

500 


;i 


' I 


A dd CaUs paid 
advance . 


in 


49.500 

500 


50,0001 o o 


Debentures:— 

500 5% Debentures of £100 each 
Share Premium Account 


150,000 

50,000 

2.500 


0 

o 


o 

o 


hASi DOwer to reissue debentures wmcn nave 

been X^rpSikulars .ith 

be so re-issued must be mcluded in the Balance bueei, c-g 


1,000 6% Debentures of £ 5 °‘f’' 
Less : 200 Debentures which h 
able for reissue 


£ 

50,000 

10,000 


£ 


£40.000 


Capital Redemption R^rre 

Shar« have ^Ygf.J'fSpital Redemption Resenie 

Fund which must appear separately on the Balance bhee 

Sundry Creditors.— Trade creators may eto 

They must not, however, be combined ^thlo^so^^ 

It is permissible, if desired, to mclude p y that a suitable 

heading is used e.g. ^or examination purposes 

“ Sundn’ Creditors and Bil^ i'ayaoie. rreditors, expoises 

students are recommended ^ Yio^m as subdivisions 

S'mS be due to ^bsidUry com- 

oanies must be shown as a separate total. 
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Contingent Liabilities. 


-These undetermined liabilities should be 

indicateTTn the Balance Sheet in the form of notes. H any amounts 
are 'et aside towards meeting such liabilities they must be shou n under 
the heading of “ Provisions,” giving sufficient indication of the nature 

of the liabilities in question. 

Maintenance Fund. —A reser\-e under this heading appears some¬ 
times on the Habilities side of a Balance Sheet. The method of creating 
and operating funds of this nature has been explained on p. 62. 

Reserves. —These have already been dealt with. They should be 
stated separatelv, and the reason for their creation be indicated, it 
they have been made for a specific purpose,to provide for a known 
contingency! or for the equalisation of duddends, etc. 

Prep.vratiox of Accounts in Examination Work. 

Book-keeping e.xamination papers almost invariably contain a long 
“ working question,” which requires the preparation of a Trading 
(Manufacturing) Account, a Profit and Loss Account, and a Balance 
Sheet. The answering of this question takes up a large proportion 
of the time allotted for working the paper as a whole, and naturally 
carries a high percentage of the total marks attainable. Indeed, in the 
majority of examinations, a ‘‘ pass ” cannot be secured unless this 
question is well answered. In the author’s experience, many candi¬ 
dates come to grief over this question, either (a) because they fail to 
devote sufficient time to it, or (b) because they attack it without 
method, and therefore without safeguards against error. 

As a general rule, a question of this kind begins with a preamble 
detailing particulars regarding such matters as the issue of capital and 
debentures, forfeited shares, unpaid calls, and the like. Then follows 
a schedule of balances, and, at the end, a list of adjustments, or 
” instructions,” to be taken into consideration when preparing the 
accounts. 

If the paper is a long one, or the candidate is a slow worker, this 
may be the most practical way to proceed. The ideal method, how¬ 
ever, if time permits, is to draw up a trial balance, if only a rough 
abbreviated one, and then draft journal entries for the adjustments. 
The trial balance will avoid the risk of mistaking debit balances for 
credits or vice versa, and the journal entries should ensure that both 
debit and credit aspects of each transaction are dealt with. 

A convenient short cut, equivalent in effect to the preparation of a 
full trial balance is: {a) to ascertain the total of all the balances, which 
can normally be done on the question paper itself, and {b) to list on a 
separate piece of paper the credit items, which are usually less in 
number than the debits. The total of this hst should be exactly half 
the grand total, and it will be seen that the ascertainment that this is 
actually the case is equivalent to the construction of a full trial balance. 

By way of illustration, consider the following typical examination 
question 

Rindges, Ltd., was registered with a nominal capital of 300,000 shares of £i 
each. 200,000 shares were issued at a premium of 2$. 6 d. per share, and were 
fully subscribed, and 125. 6 d. per share, including the premium, was dulv paid up, 
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the exception of a call of 2s. 6J. per share on 4.000 shares which remained 
'"'"Tn'^addition to the above, the following balances were extracted from the 
'^°°PUntTnd^Machinery /ja.ooo; Manufacturing Wages, £36,842 ; Machinery 

Repa^^f ih 2S6 FreehMd^Fa^ ibe.sSo; Repairs to Factory Buildings, 

. P R,-;;, (Factorv /042 ■ Office, £1,062 ; Fire Insurances (Factorc-, 

oLe /64) /qSD'^ Employers' Liability Insurance, £1,262; Directors' 

p'ee^/i 000 ’ discount Accouni^ (Credit Balance!, £214. Office Furniture, £^0; 
Transfer Fees, 162; Apprentices' Premiums, £600; Carriage (Inw^ds, 2842, 
riiiewards 21'44 ’’I 2’ 184' Preliminary Expenses (Balance), £ 7 ^. Office 

Outwards, 21 34 - 1 . ^.4^l^ries ,-,,48; Cash in hand, £1,258; Power and 

L>hUFact'ory)‘ /gg^ Gas and Elec'tVicity (Office), £72 ; Cash at Bank, £12 641; 
n cV T \rroiint ,Credit Balance from last veari, £6,484; Goodwill, 
000 StocTai Sning Materials, £^280, Work in Progress, 

r, ■’"Pinkhed Goods ^4 S6i) ii2,3oi; Interim Dividend paid Juh 1,19..., 
f-'ooo’- Loose Tods (at begffinini oi year), £2,960; Purchases (Ret), £39,462; 
c fVpfi /T2-? S"’' Sundrv Debtors, J36.S42; Sundr\ Creditors, ;^29,ii2. 

You are required to prepare Manufacturing and Profit 
the year en'enaxch ft, tQ-. and a Balance Sheet as on that date (xoT in 

'"i^ffiffpreplnnc^ these accounts, the following matters must be taken into 

Wages, /360; Salaries, £220; Directors Fees. 22^0. 

is usual M-ith this tupe oI question, the Preamble coijtams 

detdis of transactions that form a necessary-part of the Tnal 

The first step, therefore, is to start the schedule of balances tnth these 

particulars as follows:— 

Share Capital : 200,000 shares of £1 each. 105. called up 
Premium on above, 2S. 6 d. per share. V 

Talk in arrear 25. 6i. per share on 4,000 shares. 

n^xtTep is to add the schedule of balances that appear 

m the question. The total of these amounts to . 


/ 

0j 

100,000 

25,000 

500 


0 

0 

0 


d. 

o 

0 

0 


445,188 o 0 


/570,6S8 ! o o 


One-half of this total must, of course, represent the totals 
both of the debit and the credit balances 

The analysis of the balances as bePveen debits and credits is 
the next step; and this is quickly efiected b> first selec 
m. the credit balances, since these are always ew^n 
number and readily recognisable. They are as follo4's . 

Share Capital . 

Premiums Account . 

Discount (Credit Balance) 

Transfer Fees . 

ffiraS'EETc‘co». Itedi, Balance Icon. 1 ... yead 

Sales . - 

Sundr\' Creditors 


/285.344 o ^ 



100,000 

25,000 

214 

62 

600 

6,484 

123,872 

29,112 

£285.344 


0 

o 

0 

0 

0 

o 

o 

0 


0 

o 

0 

0 

o 

o 

0 

0 
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The remaining balances must perforce be debits. By this process, 

therefore we obtain an accurate Trial Balance. 

The remaining loopholes for error reside in the adjustmenLs or 
instructions. The wise examinee should, if time allo\p, draft ]0uma 
entries setting forth these adjustments, somewhat as follows. 


JOURNAL. 


Dr. 



Stock Account (B;5) 


To ManufactTiring Account 
(Final Stock.) 


Depreciation. (Profit and Loss Account^ 

To Machinen^ and Plant Account (B. S] 

„ Ofice Furniture (B/S) . 

„ Loose Tools (B/S) 

(Depreciation written of.) 

. Dr. 

♦ • 

Apprentices’ Fees (Manufacturing .Account) 
To Sundry Creditors (B/5) . 

(Fees carried forward.) 

. Dr. 

Profit and Loss Account . ^ - 

. Dr. 

To Preliminary Expenses (B/'S) 

(Balance written off.) 

• • 

Prorisions (Profit and Loss Account) 

. Dr. 

To Sundry Debtors (B/5^ . 

(Discounts and Bad Debts.) 

* • 


Sundries: 

Manufacturing Wages (Manufacturing Account) 
j Salaries (Prodt and Loss Account) 

I Directors’ Fees (Profit and_L05S Account) . 

To Sundry Creditors (B;'5) 

‘ {Amounts outstanding.) 


i J- i 

lO.C'O 0 o 

10,650 


4.COS c 0 

3.:oo 

45 

760 


4C0 0 o 

4C0 


“''0 0 0 

rso 


:.5’0O 0 0 

I.«CO 


3C-0 o o 

rro 0 0 

:>o 0 0 



s. d. 
0 0 


0 0 

0 0 

(j 0 


0 


0 


0 


0 


0 


0 


0 


0 


As an alternative to setting out journal entries, since this may 
involve time that can ill be spared, some candidates like to mark the 
adjusting figures against the relevant items in the question paper. The 
figures to be added are marked with a -f- sign, and fibres to be deducted 
with a — sign. Finally, all figures, both the printed ones and the 
candidate's adjustments', are “ ticked " against the answer to ensure 
that everything has been dealt \^'ith: if all items are correct there 
should be no figures unticked ”. 

If the question contains information which cannot be noted in the 
form of a journal entry, e,g. the existence of a contingent liability in 
respect of uncalled capital, investments held, bills discounted, etc., the 
examinee should make sure of dealing with the point or points by 
marking his question paper in the margin as follows: A oie Contingent 
Liability(ies) in Balance Sheet'' 

A further “ tip ” which many candidates find useful is to mark each 
item in the list of balances T ", " P ", or " B " according to whether 
they should appear in the answer {with or without modification) in the 
Trading Account, Profit and Loss Account or Balance Sheet. 

The Trial Balance and the journalised adjustments ha\ing been 
drafted as above, a sure foimdation is laid for the preparation of the 
accounts required by the question, and, in the absence of gross careless¬ 
ness, these precautions ^vlll ensure accounts that " balance." Failure 
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to achieve this much-desired result appears to throw the inexperienced 
student into a state of panic, which lack of system in searching for t i 

error does nothing to relieve. 

As a first step, the items in the Trial Balance and the journal adjust¬ 
ments should be checked into the accounts. If this fails to locate the 
error other tests can be applied. If the difference is a ruund 

/lo or £ioo, it probably points to an error in arithmetic, e.g, m 
the additions of totals, or in the deductions of depreciations, reserves, 
etc.; or it may result from a carelessly placed rtgurc. e.g. the ngure i, 
that has been reckoned in the wrong column, thus making a dillercnc e 
of g, go, 900 as the case may be. If the error is an uneven amount, it 
probably results from an omission, or from entering an amount t\M(e 
over, in which case an item in the Trial Balance of the exact amount 
of the error should be sought. Another frequent error occurring m the 
hurry of examination work is the placing of an entry on the wrong 
side of the account, and then search for an amount half that of the 

difference ” should reveal the error. 

Other common errors include fi) omitting to bring down the gro^s 

profit into the Profit and Loss Account; {2} entering the opening. 
instead of the closing, stock figure in the Balance Sheet; (3) calculating 
Resen'e for Discount on Sundry Debtors before deducting the Bad 
Debt Reser\'e, whereas discount should be re5er\'ed only on the good 
debts; (4) where depreciation appears in the Trial Balance, it has 
already been deducted from the asset, if, therefore, it is de>ired to 
show the deduction in the Balance Sheet, the balance of the asset 
account, as given in the Trial Balance, must first be increased by the 
amount of the depreciation written off; (5) Some examinees apfiear 
to be so accustomed to exercises which result in a profit, that when 
they encounter an examination question resulting in a loss, they 
mechanically enter the debit balance of the Profit and Loss Account 
on the liabilities side of the Balance Sheet! Many failures reMilt from 
this careless error. 

The Accounts in their final form will appear as on ])ages mS, 
and no. 


EX.XMIX.XTIOX QUESTIONS. 

1. State points of difference between a Trial Balance and a Balance Sheet 
(Chartered Secretaries,) 

2. Is there anv difference between a Balance Sheet and a Statement of 
Affairs? Submit a pro-fonna example of the latter. [Royal Society Arts.) 

3. Express fully your opinion upon the methods of grouping items under 
general headings in a Balance Sheet, and state what distinction you would make 
between realisable Assets and Debit Balances of a suspense nature, (iivi 
examples. [Chartered Accountants.) 

4. State the principle upon which vou would marshal the Assets and Liabilities 
in the Balance Sheet of a limited company, giving reasons for the basis you ad<ipt 
[Royal Society 

5. Submit the credit side of a pro-forma Balance Sheet of a limited company. 
Divide the assets you select into " fixed " and “ floating," and describe the 
difference, if any, in the obligation to provide for depreciation, or waste, in 
connection with the tw*o classes of assets. {Royal Society Arts.) 

6. WTiat do you understand by the phrase "the working capital of a company' 
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out with ima-mary figures how it could be shown in accounts published for 

« “lormlto o1 Shddeni, Accc.l.n^ 

- Give the full and proper manner of stating and marshalling the foUowmg 
^ Ralance Sheet of a limited company: GoodwiU; Investments; 

T fo^ part of'the by the Bank by way of security. 

Th^eTs ?n uncalled liability on investments. (Incorporated Acco^tants.) 

8. an^Bundings; t6)°lS 

^''^Vhat steps would vou take to verify the values put on these a^ets ? 

r You hL e been 'instructed by a chent to report upon the Balance Sheet of 

X V a customer to whom he has been asked to give extended uredih 

\a customer to n submitting your 

Describe the detailed enquuries^o ^ 

^Srert’ rS^S^d Leaseh^d tVorks. ,3.^^ 

fX"' lXXL" 576; E^»ditu,e (Advertising cnm«i 

foAvard! /s ooo. (Chartered Accountants.) , ^ 

lorwara;, \ ur*.,.rAiiatPral Secuntv and state how you 

■,”d X.°4» LXX'.iXcoX A—L) 

II. ■■ Sundrv' Creditors, ‘“eluding ereJt balances, an^^ 

in accounts ‘°^Yor wVong purposes? ^(Incorporated Accountants.) 

"X Lt. prS^g I bX! sX, .pKiJ P™=1P17 

consignments be foUm^rBems wbeo closing the books and 

preparing has Len^ paid, ^e shares being subsequently 

each upon which 55. per ^ , Qovemment 5“0 Stock, represent- 

forfeited by the Directors. o g^^.g pund purchased at loi and now 

ing the investment of Pi^ures at the company’s Exeter leasehold 

quoted at 95. (c) ,„g the company’s financial year, at £3,246 

“Fife in respect oi both items tor a lump 

"“,°'&T«t Sw'ifa’nXac’t from the htst Balance Sheet of Rubber 

Plantations, Ltd.:— 


BALANCE SHEET- 
(Credit Side.) 


L 


^ pSast'pnce^as per 

Expenditure on development dunn^^ the >ear 

Less Rubber sold • ■ • * * 

London Ofi&ce Expenses 

Less Transfer Fees . • • • 


^25.862 

9S1 

1.4S4 

121 


100,000 


24,881 


1,363 


Plantation Loans Outstanding 
Cash at Bank 
Bills Receivable 
Preliminan- Expenses . 


126,244 

1,281 

5.872 

1,200 

1,524 

£136.121 
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If you do not approve of the treatment of the figures set out in the above 
extract criticise and amend it. [Royal Society Arts.) 

re The firm of A, B, & Co. has branches in London and Paris. 

Fot I 95 I> a takes the whole of the London profit, and B manages the Pans 

***^^te^>eni^toe in^am commenced on January i, 1951. until December 
ji losi ^ aU for Buildings, etc., and Advertising. Some goods were, how¬ 
ever forwarded from London in December 1951 for sale in 1952. Tbe goo^ were 
invoiced by London to Paris at market price, but charged to Pans in the London 

books at cost: Paris paid 4,000 francs duty thereon. 

The balances on December 31, 1951, were as follows:— 


Creditors . . . * - 

Debtors . . . . - 

Buildings, etc. .... 
Cadi in hand and Balances at Bankers 

Duty 

Capital at Janu^ i, 1951 • 

Addition to Capital on August 31, 1951 

Drawings . . . . - 

London ..... 

Paris 

Stock 

Profit 

Advertising ..... 



London 

Books. 

Paris Books. 


£ 

Fes. 


7,700 

00 

0 

0 

0 


15,000 



10,000 

250,000 


4,000 

76,000 



4,000 

(A) 

20,000 

(B) 100,000 


(B) 210,000 

(A) 

2,000 

(B) 70,000 

— 

(Cr.) 160,000 

(Dr.) 

1,700 

80,000 


2,000 


7,000 

— 



70,000 


Interest is to be taken at 5% on Partners' Capital and additions thereto, but 
not on drawings. 


Rates of Exchange can be taken as follows:— 


Average for 1951 ........ 70 

Throughout December 1951 - .80 

Remittances from London to Paris.80 

B, paid in his Capital, 100,000 francs at 50 and 210,000 at 70 
Fixed Assets were purchased at . . . • 5 ® 


Prepare the firm's Balance ^eet as on December 31, 1951. 

16, The Company to which you are a Secretary has an Investment in A, B, & 
Co. 10% Debentures. From the following particulars prepare the Investment 
Account in the General Ledger:— 

19... January i. Purchased £5,000 Debentures at 98, brokerage and stamps 

^^62, lOS. 

March 31, Sold £2,500 Debentures at loi, brokerage £6 5s. 


Interest is payable half-yearly on June 30 and December 31 and received on 
due dates. Income Tax at 45. fid. standard rate. Balance the Account at 
December 31. (Interest to be calculated by quarters, not days.) 

17. A limited company obtained a loan of ^13,000 from its bankers, and 
dqx^ted 200 of the company's fi% Debentures of ;£ioo each as security. 

The company had previously made a public issue of 300 6% Debentures at 
98, all of which had been subscribed and paid up. 

How should these issues be stated in the company's Balance Sheet ? {Chartered 
TnstiMe Secretaries.) 

United Investors, Ltd., derives its income primarily from dividends from 
holdings of stocks and shares of a considerable number of difierent companies. 








114 HIGHER BOOK-KEEPING AND ACCOUNTS 

Sufc^est a ruling for the Investment Ledger which will enable the accountant 

to trLe easiK tL vanous dividends, etc., recei^•ed oyer a penod of years from 
to trace easii> tne Companv balances its books yearly on 

any given holdin^. ^ account showing the history of an investment 

December 31, set j re<^ularlv in November and, in November 

“p",? maie-inldddion a^boous distnbutmn of shares, the holding being finally 

realised at a profit in February 1050. , -.v,-) it j 

How do you consider the profit on sale should be dealt with ? {London 

Chamber Commerce.) , . 

iq How would vou deal with the following items when closing the accounts 

^lil-^erf^hu'^^o^Deb^nr: - Ven vears froi^ate of 

SSelb-ov. D';i=ltTS & C.OOO .or Income T.m 

sheets of the limited compames concerned 

b„?u”nd"?‘'hoJ'2o"SUn'ao,i;“a; rcocmcc valn.c to place -pen «.• «.d„. 

holdersl °,v^Expen a considerable amount due 

CapLl. ,«o™. yec.,,. .I«c 

in So The BoSi ™e fn,.based AoS. and the ..ci.n..s amonn.rf 

" anv entries yon may consider neceaary for dealing -.itl. the above 

investment in the books of the Compan\- , • + 

22. In a Balance peet, iiYhicb* in vour 

Tt'i'alnT:,- ^ goodi«i.l o. . bn.in.es n.r.raby dnc.na.es 1. sympaBiy 

with the commercial success ot the underta -i^„.^^ opinion as to whether such 

ancu““S‘sli»bi be rSSm' .he bo&s and ae.onn.s el the concern iB.val 
"^'25' The Nominal Capital of Crawforji, 

a. each, of which assets more in accord T«th present 

g>rdi“aS'sta“ apilat a^cinjing » Ocooe: - * bonus «. one Inllv pard 

share of £i for each lour snares transactions in the Company s 

Submit the entries necessary to ret-ora 

books, (AV..ifSoric.'v.-!r.'c.) the Lee v SeuchaUl Asphalte 

a -r r:!^‘S iSed \"L^P»“.ror.t .bligatiO. .» provide , 0 , 

O .be sratvoien. irom^ 

legal decisions reierrvd .0, ibi tonvmercial pohcv . ,„„„„n-„md 

' 27 Criticise the following Balance and re-draft t ^ 

- 'taS “ 

Iddlm? aS to?”yo;G.po.t .0 the Shareholders. 



THE BALANCE SHEET 



Liabilities. 

Capital Issued:— ^ ^ , 

6,027 6% Cumulative Preference Shares of £i 

each ...••• 

3,100 Ordinary Shares 


/ 5. d. 

6,027 o o 
3,100 0 o 


I s. d. 


Deduct :— 

Uncalled Capital 
Calls Unpaid 


/9,i27 0 o 

£ s. d, 

162 10 o 
207 10 o 

-— 370 o o 


Sundry Creditors on Open Accounts, Bills Payable, and Provision 
for Sundry Expenses 

Suspense Accounts . • • 

Payments made by Customers for Work in Progress 

provision for Depreciation 

Profit and Loss Account . . . . i ,9^0 7 3 

Less: Income Tax . . . ^ ^ 

Law Costs . . • 60 6 o 

- 75 6 6 


Assets. 

Machinery, Fixed and Loose Plant, Fittings, and Office Furniture 
Sundry Debtors, induing Loans to Directors .... 
Loans 

Stock, including W'ork in Process ..... 
Insurances and Salaries paid in advance . . . - - 

Purchase Account • 

Forfeited Shares 
Shares held in Trust 

Cash at Bankers and in hand ...... 


8,757 0 o 


2,385 

4 

1 

259 

II 

5 

II3 

I 

0 

138 

16 

0 


1.885 

0 

9 

£13.538 

13 

3 

£ 

s. 

4 

d. 

7,007 

16 

2 

2,056 

3 

6 

43 

0 

0 

2,018 

14 

4 

248 

7 

4 

966 

14 

8 

50 

0 

0 

100 

0 

0 

i>047 

^7 

3 

£13.538 

13 

3 


28, The undermentioned assets are the property of the Reliance Boot Manu¬ 
facturing Co., Ltd. How should they be valued for Balance Sheet pui^oses ? 
(fl) Twenty debentures of ;^ioo each in the Southern Railway of America, re¬ 
presenting the investment of the Reserve Fund. The debentures were purchased 
at par, but the market price has since fluctuated between 94 and 108, the former 
quotation being the mean market price as on December 31, 19..., the date upon 
which the Balance Sheet of the Reliance Boot Manufacturing Co., Ltd., is prepared. 

[b] Patents, ;^2,ooo. This amount represents the original cost of the patent rights 
in a welting machine. The grant of letters patent is dated January i, 1946. 

(c) Goodwill, /5,ooo. This asset was purchased in 1945, at the price named, upon 
the formation of the limited company. The trading profits have steadily declined 
from /4,2oo to ;^2,i24 in four years. 

29. The business of Bruce Bros. & Co. was registered as a limited company 
with a no min al capital of ^400,000 divided into 4,000 shares of ;^ioo each. 500 
of these shares were issued as fully paid in part pa}Tnent of the purchase price of 
the business. 3,200 of the rem ainin g shares were sdlotted to the public, and fully 
called up. 25 4^% Debentures of £1,000 each were also issued and taken up. 

On December 31 the following accounts remained open in the Company’s 
books: Share Capital Account, 320,000; Fully Paid Shares Account, ;f50,ooo; 
Land and Buildings, £282,000: Sundiy Creditors, £18,485: Investments, 
£8,450; Cash, £6,200; 'fi-e liminar y Expenses Account (Balance), £1,250; Good- 
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r^n- in \rrpAr Debenture Account, /25,ooo; 

will \rrnnnt ii^.ooo LaU» m Arrear, io-D» n j ^ 

L i^WnnpVTnifember JQOoo; Plant Account. £78,580; Sundry-Debtors. 

btock -;^ccount ( t> .g3 ■ ^ ^ Account (undistributed balance), 

i-%: ’ I ik^T as on December jt- (London Chamber 

Commerce.) reeistered in 19... with a nominal capital of ^loo.ooo, 

divide'd^nto 50.o<J’Ordinaif- Shares of £i each, and 50.000 6% Preference Shares 
of /t each The Companv was formed to acquire an old-^tabhshed ^smess, 
of £i - eed at /so.ooo. pavable as to /i5rOoo in Ordinan- 

The purcha:se pnce o QharpCiboth fullv paid), and /20.000 in cash. The 

Shares, £15^00 in Pre , offered to the public'and fully subscribed, 

balance of both cl^e. of fppU,°tion. and 5s. on Allotment, were 

nS T^Ts^^ts and^iabilities taken o«r (at agreed values) from ^e old 
paid, ibe asseto anu p \Vorks. /i5,ooo; Plant and Machinert-, 

company were as /;,:ooo; Patents, /4.000: Sundry- 

£6.000; Stock, £4- • ^ Totimal entries nece5sar\' to record the above trans- 

SoS & toks of the Jmpaov. 0P“ I-o'iSota«'i >1>»» 

Tte^Mlo'riS Balooo' Sh«t was issue by the Eldorado PladtahoiiS, 

DECEMBER 31, i9 -- 


b.al.ance sheet, 


Dr. 

Issued Share Capital . 

Ltss Calk in arrear . 

Bank Loan 
Sundry Creditors 
Bills Pavable 

Profit and Loss Account- 

Profit for the year . - 

Less Interim Dhidend paid 
Depreciation Fund 


190.000 
S.ooo 


152.000 

48,000 

3.647 

32,100 


0,120 

0,100 


20 

5,000 


Leasehold Land, Buildings, and Machin¬ 
ery at cost . • • 

Railway, \Miarf, Motor Boats, 

Live Stock, etc., at cost £iJ,ooo 
Less Depreciation . . 50o 

Expenditure on 19..- Crop to ^te. 
Expenditure on 19 • Crop • 

Ad^^ces to CooUes and Sundry Debtors 
Exchange Suspense Account 
C a^H on Plantation . • • • 

Cash at Bankers in London . 


Ch. 


200,000 


£270,767 


11,500 

48400 

68s 

6.850 

392 

1.850 
1,090 

£270,767 


Vou are asked .a erlBcEe £f»rgili 

fpSu^^sub^Se inrJS you iduld address .. the secretary »f the 

company. (Chartered Institute Secretaries.) ^ understated account to 

32. The directors of a limited uient? If not, what amend- 

thefr shareholders. Do you approve of this document. 

ments do you suggest ? 


B.ALANXE sheet, DECEMBER 31- 


Dr. 


To Share Capital 

Reserve Fund 
Sinking Fund for Leases 
Mortgages and other out¬ 
standing Liabilities 
Balance carried down . 


I# 


/ 

500,000 

100,000 

10,000 

535.c>o<5 

28,000 


Cr. 

L 


/i,i 73 .ooo 


Bv Land, Buildings, Plant, 

Stock, Furniture, and 
^KKi^-iU . . • ^ *^7.000 

Debtors, Cash, Inv^t- 
ments, and Sundrj^ 

Debtor Balances • 166,000 


To Interim Dividend paid . 
Balance carried forward. 


"5,000 By Balance brought do^\'n 
3,000 



I 


^£28.000 ! 


3^28,000 



Chawber 





/ 


A.t a recent examination, the understated Balance Sheet v/as sent in 
candidate. Have you any criticism to ofier upon it r 


bv a 


BALANXE SHEET. DECEMBER 31. 


Messrs. A & B 

Dr. . 

Plant Account - 
Debtors • • • 

Less Pro^'ision >,51/1-/19 


A. ’s Drawings 

B. ’s Drawings 
Repairs 
Stock (Jan- i) 
Stock (Dec. 31) 

Cash . 


iNroo 

110 


* ^. ZC“* 

* * 

1'' 


1 


r.700 

500 

ICO 

::o 


.ICO 

ilO 


1:0,050 


Liabilities 

A-’s Cspitai 
Adi Interest . 

P •- r 

Adi Interest 

Creditors 

A. ’s Fronts 

B. ’s Prcdts 

Depreci.oticn on Plant 
Frorision for Debtors Jan. i' 
Balance . . . • 


*.3.00-0 

I'O 

i'l.COO 

ICO 


Cr 

I 


3.0C 


I,icy 
o,So< 
i.rcx 
i.So< 

ICH 

. 35 ‘ 

051 


120,03 


34. Criticise the Balance Sheet set out hereunder. If you do not approve o 
it, amend it. 

Blanks, Ltd. 

BALAN'CE SHEET FOR YEAR ENDING DECEMBER 31, 


19. . . 


Dr. 

Ordinarv Share Capital 
l4ss Forfeited Shares 


i to,coo 
4 00 


* ICO 


Preference Share Capital 
Depredation Fund 

Debentures—1,000 Debentures oi ^ 
each, at 5%, issued at 90 . 

Bank Overdraft and Sundn* Creditors 

Profit for the vear . . £12,55-0 

Balance from last year . 2,250 


55.000 

ico.co-:- 

1,500 

co.oco 




Less Preference Diddend and 
proposed Ordinary Dividend 


15.ICO 

13.560 


1 . 5 -iO 


£ 295.502 


St-ock on hand 
Uncompleted Coniractj 
Cash . . . • 

Goodwill and Trade Marks 
Plant and ?>IachiDeiy 
Sundr:.* Debtors . 

Unpaid Calls 


CP. 

i 

32.00 

: 6 S ,09 

I,II 

56.0c 

« ^ I 

:c,2C 

1.50 


£ 295 . 5 ': 


iChaytered Accountants.) 


35. Report fully in tvhat respect the following Balance Sheet is not in accoi 
dance ^rith the Companies Act, ig^S, or established practice. Illustrate b 
re-drafting same in proper form. 

BALANCE SHEET OF F.A.Q. CO., LTD., AS ON APRIL i. 19... 

Dr. 


To Stock-in-Trade 
,, Book Debts . 

,, Buildings 

,, Plant and Machinery 
.. Profit and Loss Acco’jnt 
Less Shares cancelled 


Cost of Issue of Debentures 
,, Bills receivable not vet due 


y.ii2 

ib'.ioi 

.ii.no 

70.450 


£^ 9 r 5 

4,000 


4 r, > 

-j- '/ - 

641 

.1. '.VO 


By Loan cn Mortgage of Co/s Property. 
„* Trade Liabilities . . . . 

„ Capital! £‘120,000 in 

Shares of each, all 
issued, loj. paid up 
Less S,ooo Shares can¬ 

celled, 10?. paid . 


Cr. 

£ 

20,0c 

16,4: 


/6o,oco 

4.000 


M 

J» 



--- 

- 50 ,CM 

Resen’e Fund 

4 % 

U. 5 < 

Debentures issued . 

• 

. 40,o< 

Bills payable . 

» • 

8.4: 


^155,332 


£ 155 . 3 , 


I have examined the above Balance Sheet and find same correct. 

X.ACZ., Auditor. 
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I-iurir.ce Reser-re: Duaridar-ons Resen-e; 

Z-.-rr.i. -- --i- ^ • t- ' 


T ri2.v8 Oc'vu 


♦ ♦ « • • j » • 

••^A TA—C* A * V ^ ^ t 


Rrb^“-'c'' R-''i c':-aMf 

\***‘*^r C. Ui-kV^r 

^Ti\Cr*Vv^i 

OOa.-^^ *v . w.-c -w.-. 




. 4 • J •. ** vT ' 4 - d » C L sTV ki 


• ^ *' »'i 

^ , Vd . • -4 

♦ • • • _ ^ 

* Ai ♦'-• ^ 

«^ ^ • •__ 

U'. • 


^ -• ^-•. ... -j>': 

4 V. •te ..«••• ••'-%• 


3 :- i-- 


.^ ''-r r 


A V N 


- - A - • A ‘Si 2 ^ ^ ^ A.- ^ ^ ^ 


T? *: • A •^ - 

A »• » w 

Leased 

Adiiti 


ar.: ir.i ExTenses :- E-::e 


Li '- U . - ? - 


J i ^ r" 

^ ^ H P ^ ’^L. 


..^ :ae v 


a: Lcs 

.’ t -I IT ♦ V : 


t * 


. •«» Ku ^ ^ 


H — V 

:v a: Ccs: 

► *- A 1 - A -5 r 
. ^ « V ^ i 

P 

Lease expires f 


even vears ar: 


>.50: 

n '^ • ' 


• i 


^ r 


T -» r -". ^ 

1 M W 


• V ^ ^ 


T » 

- ' ^ 


A « 


4 ^ M • 


COl 




^ ^ ^ ^ ^ 
vT-v* -j i- -i-'^e v^e w,. .-k 


values c; 

'- -Ci - 
L • ^ * 


• V 

w**C — •w'W . w ^ ^ * 


V’*^’ "'ll ‘.^ ' • 

A-'-LAB-d^ ■.:-^•^ u?':a v.dicr. such prevision sheu’d 


'A 


i V - ► .1 ^ 


W • » 4 V > 




0 


S. The 


d::x 5 0: 


:ker ec Cv. Ltd., leatiei 


— -•‘t' sne-'-v rae *,-i---'.^._=. 


i^) 4 ^ V d '. • 

baiacces 


tT *.^j 4 I 1-4 u . du w -* i C • S 


I ■ ^ A 

^ M W V V ^ ^ ^ 


T p- 

1 V ^ , - • 

. T 

V ,4 

■w 

R-:'-. c:l.i^ir?. :'A Prr-iSrS, 


Share Capital Autaense. ana 
ea:h. dic?.:::>: :ao,c:o (.■rainarv snares 
.: - cB-.rre : 

an hand, Januar.* i._ 

Insurance Frenniunts. ; 35 -'' 

Purchases, -ar.- 




*^ ' 


. 


/-♦ 


- Preference Shares c: 
Icrr.oco. Freehold Land 
IAcd ; Stores and Matenal 

B-::i -;0 t 4 -^: 


T^. • t**!^ 

V^ ru. 


iv;:.r - * 

Freicht Aharnes Cufvards . 

Balance at Lasn in 


pa^es. ;ieo 


^ • 4 » »• 


bl..^ r d V -r. 


\\ aees. -lo.c: 



Charges. ^oV ^- ■’• 


* pr:r,t ir.d L 


;<-- |w— --W * • 


^•- A 


?- .Ao.oto. and Work in 


At Decenrer 51. su.^r; o. 

Prreress value Bf-oo.?. 

Favnents in Advance am:un: 

"unt •:: Rates. 


*^ •* “^ ** ^ 5 ^ •diUv d- 

■ Insurance, a 




... 


4 


'nd ^'150 c 


r- account 0: accrued ^Vaces, 


.'--- ^ ... T_ *T:v on accounti C-.V.L.' 

Froviae ^a.'rr on ^::y-- ' - T*:.!C cFA-lcO-- 0-- R = d Pebts. 

;:-• .,'-__ -- T-- ri-* .*: :-. ner anna—, a-u 

Depreciate i-ree.i:.a i rl-....^"^ a, .. 


P ' ^ 

• d ^ 


A*.“*.’ •“i."'! '-pn’.^'.. _^s -r^i-.r.u the neressary aa'ustn-v..^, u'*c.i* 

__ - --- L‘S5 Accrunt. ana a B----'.- w..^.-. 

i i.dd.H:. .'A*-- 


TTcTdr? 


V' ^ ‘ J *' - 


^ • . • • 


• i' '« » -i 


? V 


' . ' • - 

A 


*•-*' - c - 

. -^.. a - 


1 « 


:nc Lxercises whicn appear 


- j ,--• C‘' = -t-'-r Xll. 






Chapter M 

partnership 


y C i : •“ " . \ i * ^ t ^ . 


I. Legal 

::; -n^, etc., in this cha 


-cr ate to the Pd>iKtrsh:< 


^« 


.-I;:, iSoo, tin!-ss otiterwise >ta:e 

I HE Law of rarti-.eiship i' one nf the braiiohej of the law that has been 
i.>nsnlidated and c.xiiri--d. and is therotore easy ot reference. Ihe 

I'nree govenun^ Acts are ! — 

;i ; The Parti:-ysh:r A::. iSoo.—This is the statute ^\hich codified 
and consolidated the la^v of partnership as it had^been established 
b\- a Inner course of coninKTcial usage and judicial decisions. 

‘ .ai The Limited Parineyship Act, 1907.—This Act makes u 
rossible to limit the liability of a partner, so tnat a partnership 
mav comprise one or nrore general pa.rtners. exercising the ordman. 
powers, and subject to the ordinart' liabilitu-s of partners, and one 
or more partners with limited powers and limited liability; but no 
partnership niav C'.>ns!st s^^leU’ of limited partners p. 13 /b 

.j'i The Re:!Stra::-‘i: e ' Business Xames A:t, 1016.—This Act. 
'.‘ue of the war-time measures, compels registration ^of the true 
names of all the members of a partnership when the firm name of 
tlie partnership does not consist of those names (SeC p. 121b 

It sh-uld be clearlv understood, at the outset, that the relationship 
: tween partners may be whatever the partners mutually apee between 
themselves that it shrill be. and that such agreemient may be evidenced 
bv writing;, or be inferred as a fact from the course of conduct pursued 
b\' the partners. It is only in the absence of any agreement, express 
>‘'r implied, between partners, modiiying or aorogating the provisions 
a' the Pjyti:ersh:t> Aet. iSoo. that that"Act regulates the partnership 
!\.ia:ion -if the partner? 

Definition of Partnership.—" Partnership is the relation which 
subsists between persons carr\'ir:g on business in common with a view 
r-i profit ” iS. I). .Another definition suggested by Sir Frederick 
Pollock in his Digest of ihe Lai. of Parti:;ysaip ;iith edition, p. 4) is 
" Partnership is the relation which subsists between persons who have 


I . * • . 

icreed to share the profits of a business carried on by all or any ot them 
''n behalf of all of them." 

The Act declare- C' that the relation between members of anv 

* 

■ vnpanv or association which is registered under the Companies Acts : 

X • i. 

T incon^orated by .luv other Act of Parliamierit. or letters patent, or 
Koval Charter: or a compa.r;v encacied in workinc mines within and 

^ r % 'w o ^ 

subject to the junsdiction of the Stannaries, is a partnership. 

The existence of a business is essential to the idea of partnership 
and the tenn “ business " includes everv trade, occupation, or pro- 
tession. The association of a number of persons for the purpose o: 

110 
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formins: a club, or a friendly society, or for charitable purposes, does 
not constitute those persons'a pannership. Nor does the joint owner¬ 
ship of propertv bv itself involve partnership. Two men may o\ra a 
house amd divide'the net income derived therefrom without being 
partners \ mav oum a theatre and pav the general expenses of the 
theatre,' B may provide and pay the acting comp_any and A ^d B 
share the gross receipts, \rithout being partners (b. 2). But the use 
of the joint propertv for profit to be divided between_the oiraers may 
create a partnership. If the joint owners of a house furnish it and let 
lodgings, and divide the profits, they are carr^nng on a busmess m 

partnership. 

WTiat Creates Partnership.—It is often important to ascert^ 
whether a partnership exists, either to detemme the nghts 0 the 
parties between themselves, or (more often) that creditors may know 
bv whom pavment of their debts is to be made. Compulsory- rep r^ 
tion of partnerships, in cases where the tirm name does not disdo:,e 

the pTnners may have failed to register, the tests of the existence of 

thp Dartner^hip relation are still important. r r i, * 

The recripl bv i person of a share of the profits of a b^ae a s 

jr.„a,-far,r evideace that he ,s Ueb,«S ” ' 

^ Wliere lo^*^ei are shared as well as prohts the presumption is stron- 
cter but even that ri not conclusive. If the agreement is m tmtmg, the 
fact ofpaaner'h o'and the intention of the parties are to be deduced 

il - fee 5: 

partnership as agents lor each other Uutram. .1.9 

”^^The Act exF^sriy'declares'that cenain things shall not of them- 
selves create J jo^nt tenancv, tenancy in common Two 

mmmmk 

or owned, ttnctner tne teiicjiLsy -•hsarino- of tmoss returns, 

sh & rhe properrv 

' 5 Ut"«efp: Unperson of « f.^pUfi-) 

a teSJss” doL\f^™Sh’.SSh.m a partner the business; in 

The receip. bv a »< t'^rS 

J- —" hs'eh nrake that person a P-«"f f'^e toHeent of a 

0 , A contract "SS'of P^t “of .be'busmess 

person engaged m ^ ^ P^,^^er in the busmess 

does nor ot itseh make th- ant or d^uui ^ 
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(c) The receipt bv the widow or child of a deceased partner b\’ 
wav of annuity of a portion of the profits made in the business, doe.- 
not of itself make the widow or child a partner m the business. 

Id) A loan to a person or to partners engaged or about to engage 
in anv business on a contract that the lender shall receive a rate of 
interest vanrung with the profits, or a share of the profits, does not 
of itself make the lender a partner in the business, provided that the 
contract is in writing and signed by or on behalf of all the parties 

thereto. . 

{e) The receipt by a person by way of annuitv or otherwise ot a 

portion of the profits of a business in consideration of the sale by 
him of the goodwill of the business, does not of itself make the 
recipient a partner in the business. 

But the lender in (d) and the vendor in (e), if the borrower or the 
purchaser becomes a bankrupt, or enters into an arrangement with 
his creditors to pay them less than 20s. in the £, or dies insolvent, 
cannot recover anything for his loan or sale of the goodwill until all 
other persons who are creditors at the date of the insolvency are paid 
in full (S. 3). A pretended repa\Tnent and fresh advance will not 
evade the statute. But a genuine repacment and advance on different 
terms may enable the lender to rank pari passu with the other creditors. 

Finn Name.— Persons who have entered into partnership are called 
collectively a “ firm," and the name under which the business is 
carried on is the “ firm name.” A man may in England call himself 
by any name he chooses, and a firm may take any name it likes, pro- 
\-ided no fraud is intended thereby. There is not property in a firm 
name as there is in a trade mark, but the Courts will prevent a name 
being assumed, or used, in such a way as to induce the public to believe 
that they are dealing with persons already known by the same name. 
So the partners carrying on the business of Day & Martin, blacking 
manufacturers, who had acquired their rights from the original pro¬ 
ducers, although no partner remained bearing either of those names, 
obtained an injunction against a Mr. Day and a Mr. Martin, who also 
traded as blacking manufacturers. But there must be intent to deceive 
before the Court will grant an injunction. 

Registration of Business Names. —There was formerly no regis¬ 
tration of firms, and it was often difficult to ascertain who were the 
partners. Under the Registration of Business ’Sanies Act, 1916, there 
must be registration of any firm name which does not consist of the 
true surnames of all the partners, without any addition, except the 
Christian names (or first or forename) or the initials, or recognised 
abbreviations of these names.* The registration must disclose the 
business name, the nature of the business, the principal place of business, 
and in respect of each partner his present Christian name and surname, 
and any former Christian name and surname, his nationality, and 
his nationality of origin if that is different, his usual residence, and 

• The .\ct applies also to an individual carrying on business in a name other 
than his own. 


E 
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other business occupation, if any. The date of the coinmencement of 
the business must be stated if it began after December 22, 1916. ^ 

Not only must the partners names and nationality, if not Britisn, 
be redstered, but these particulars must be stated in all trade catdogues, 
circulars, showcards, and business letters. Curiously enough, in\oiceb 

are omitted from this list of documents. r 

The penalty for not remstering is a fine not exceedmg £5 per day 

while the default continues. But there is a further consequence, the 
extreme seyerity of which marks the war-time ongm of the Statute. 

A ftrm in default cannot enforce any contract by process of law No 
debt due to a firm that ought to be registered, but is unregistered, can 
be recoyered. The Courts haye power to grant rehef _ where non- 

registration is accidental, or inadvertent; or where circumstances 

make it just and equitable to grant relief; and, in fact, relief is generally, 

granted subject to terms as to costs. , , . , 

The firm name is merely a short way of refemng to the partners 

collectiyely. A firm is not in England a separate entity, i.e. a lega^ 
person. Scots law differs in this respect. 

Partnership Must be Legal.-Xo partnership to carr>- on the business 
of bankin'^ mav have more than ten partners, nor any other busme^ 
more than twentv.’ And the objects of the partnership must be legal. 
The allegation of a partnership between highwaymen in an action for 

but also to solicitor and counsel who appeared for the plaintiff. A 
partnership for selling smuggled goods ly^Pe^al 

enter iSo partnership with a person not a solicitor; partnership cannot 

A partner must be capable of contracting. An 

infant is not bound bv a partnership contract, and may repudiate, o 
adont the comract on hi^oming of age, but he cannot recover am 

than the infant partner- 

'he pannerthip. 

which case, by the proM^ion 0 c ^ v^l'i 1 Written agreements 

andunn mn,ailed bv ^anSp- The 

I^S^il ag?Tmenp^^^ if pannedhm'e'acqSSc'^dT 

ewimcTofsufh iv.th respect To a partnership agreement, 

. 4-') and 434- 
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it is to be observed, that all parties being competent to act as they 
mav a'mee amonsst themselvcs, they niav, by mutual consent, put an 
end to°it or van' it at any moment. The terms of such variation^ 
mav be endenced in writing, or solely by the conduct of the partie;, 
and their mode of conducting the business {England v. Curling, A.^ 44 .)- 

But although it has been held that usage, uniform and without 
variation, not strictly in accordance with the Articles of Partnership, 
is evidence of a new agreement by the partners, and is as binding 
as if it had been originally clearly prescribed by the Articles, yet where 
Articles of Partnership provided that the share of a deceased partner 
in the assets should be ascenained by reference to the annual account 
made up to the 30th of April next after his death, and there had not 
been any case of death during the continuance of the partnership, it 
was held that there could be no practice or usage uniform and without 
variation, since the case had never arisen: and further that the assets 
should be taken at their fair value at the date of the account, and not 
at their value appearing in the books of the partnership {Cruikshank v. 

Sutherland, [1922;). 

Contents of Partnership Agreement.—A partnership agreement or 
deed (for it mav be under hand or under seal), if it is to deal with all 
the matters to be regulated, cannot well be short. Brevity is generally 
achieved only at the cost of incompleteness, though where the terms 
provided bv'the Partnership Act are such as the parties desire, it is 
Dossible to'shorten the document to some extent. But Lord Lindley 
las pointed out that such omissions are not to be recommended. It is 
desirable that the partnership agreement shall be, as far as possible, a 
complete code to which the partners may refer, should need arise. A 
partnership agreement usually deals with the following matters;— 

(а) The firm name, the business to be carried on under that 
name, and the address or addresses at which the business is to be 
transacted. 

(б) The commencement and duration of the partnership. 

[c) Power for a partner to retire after notice given, if that is agreed. 

[d) The capital of the partnership fixed or otherwise, and the 
shares in which the partners are to be entitled to it. Interest on 
capital. 

[e) Provisions for bringing in further capital, and for loans by 
partners to the firm. Interest on loans. 

(/) The proportion in which profits and losses are to be divided 
between the partners. 

(g) Partnership salaries, if any. In the absence of agreement no 
salarv' is payable. 

[h] The drawings of the partners. Interest on drawings. 

• (i) The bankers of the partnership. All moneys received to be 
paid into the bank. Powers of partners to sign cheques, accept 
bills, etc. 

(;) The pat'ntent of rent and other necessarx' outgoings. 

[k] The duties of the partners, such as requiring them to be 
just and faithful to the others, to render accounts, and to devote 
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their whole time to the conduct of the business, or such time as may 

o O'T’APl I 

if) "^uch restrictions as preclude a partner from being concerned 
in anv" other business, or engaging or dismissing clerks '^hout 
he consent of the other partners, or pledging the credit o the firm 
except m the ordlnar^- course of business, or giving credit to forbidden 
persons, or entering into contracts in wcess of a stipulated sum 

without the consent of the other partners. 

M Further restrictions preventing a partner Irom becoming 

S rnline or charging his'share in the partnership busmess, or re- 
SSi debts dueno the firm, and a stipulation that each partner 
S pay his oivn private debts, and indemnify the firm s property 

“ “ ihl keeping of proper books of accoum. Books aljvays to 

be ivkifaWe fo? inlpectL by anv partner. The periodical taking 
of accounts. Arrangements for audit it any. 

(o) The creation of a reseiw'e luna. ^ ^ 

ProvisLn that the death or retirement of one p^ner shall 

r - til '"S t :taiTo fr a-iru't t?hi^ :: 

, S) Poiver for a partner to bnng » >»" ■"*” partner 

them to sign anv Ibcunient ne.essa^ w enec s 

a ptntt^Srm othS c Atom .h^^ ri re^jd 

S\tctuttie"hS™,Sm the quiet aud pnvacy of .he 
arbitration room than the\ are m lourt. _ 

xlerous variations in tiicse clauses may be made to meet special 

circumstances and need;. ^ Ti.om _Tt is the 

Relations of Partners to ^^“^^a^artner is both a prin- 

cipal and an aeent: a P*’"'y'P;*' '.,,ts binding hi= partners, 
behalf of the hnn. and an agsi ^ ^ usual wav business of the 

Everv act of a Fft^cr, ® ^ partners, unless, in fact, the 

“n^r^Td nf aullmrlu- to'act for the firm m the particular matter, 
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and the person ^^^th whom he deals either knows that he has no anthon \ 

nr does not know or believe him to be a partner (S. 5). 

^\'hatever private arrangements partners have between them^e \es, 

the persons dealing with them are entitled to assume that in matter, 
vithm the scope of the partnership business each partner i. authorisei 
to bind the finn. In a trading partnership,* therelore, eveip- partner 
mav bind the firm bv selling the firm’s goods, buying goods on account 
of the firm, receiving pavment of debts due to the firm, engaging 
servants for the partnership business, accepting bills, borrowing monev 
on the firm’s credit, pledging the firm’s goods, or creating an equitable 
mortgage bv deposit of deeds. On the other hand, one partner cannot 
bind'the other partners by deed without express authority, nor can he 
bind the firm by giving a guarantee in the name of the firm, even it it 
is a reamnable md convenient thing to do in the circumstances, un ess 
It IS the custom of the firm, or the general custom of firms engaged in 

the same business, so to do. _ , • ^ u 

If the firm is a non-trading firm there is no implied authority to bor¬ 
row Architects, c.g. do not usuallv borrow money, so that there is 
no imphed power for an architect to bind his firm by borrowing. Nor 
is there implied power for partners of a non-trading partnership to 
accept bills, or pledge chattels t on behalf of the firm. At least the 
onus is on a claimant to prove that giving bills or pledging chattels is 


usual or necessarv in the business. 

Where there is what is called a dormant or sleeping partner, usually a 
partner who contributes capital to the firm, and receit es a share of 
the profits, but who takes no active part in the management of the 
business, and does not hold himself out as being a partner, or disclose 
his name in the firm name, the presumed agency of the active partners 
is probably rebutted. But it is m.ore difficult now than it was formerly 
for such a state of things to arise, in view of the need for registration. 

When a partner exceeds his authority, the other partners may 
adopt the transaction. If they do so they are bound by it. They may 
be bound, also, if they have notice of the transaction and do not repudi¬ 
ate it. A mere complaint to the partner exceeding his authority, not 
followed bv any other step, would probably be held insufficient repudia¬ 
tion, and the firm would be bound. 

Where monev borrowed by one partner, in the name of the firm, 
without the authority of his co-partners, has been applied in patdng 
off debts of the firm," the lender is entitled to repayment by the firm 
of the amount which he can show to have been so applied. And the 
same rule extends to money hona fide borrowed and applied for ant- 
other legitimate purpose of the firm {Lindley on Partnership). 


* A trading business is one which involves the purchase and sale of goods. 
But not every business which involves the expenditure of money for goods which 
the business requires is a trading business. A partnership for the purpose of 
running a cinema is not a trading business {Higghis v. Beauchavip, [1914]). 

T Chattels. —Goods movable, f.g. oxen, furniture, jeweller^’, etc. {ckaltelspeysona!) 
and goods immovable, e.g, an interest in land, other than a freehold interest 
{chattels yeah, which belong immediately to the person of the owner are termed 
chattels, as opposed to chases in actian, e.g. debts, bonds, etc., of which a man has 
not the actual possession, but to which he has rights enforceable at law. 
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^^■llere a partner pledges the credit of the firm for a purpose appar- 
entlv not connected '^ith the firm’s ordinary- coupe of business, the 
firm'is not bound,unless he isin factspeciaUy authonsed by his partners; 
but this does not affect any personal Uability mcurred by an mdl^udual 

^^"o'S^Gon^ arise sometimes when a partner raises money by giving 
negotiable securities in the finn name for the purpose of satiSAing his 
private debt, or pavs his private debt out of partnership funds The 
person lending monev in such a case must be prepared to show that the 
partner had in fact authority to act as he did or that the other panels 

Sthority had been ^ven, in which case the firm may be bound by 

"'“l?the partners aeree that a restriction shall be placed on the 
authontv of one or more partners to bind the firm, nothing done in 
conaavention of the agreement is binding on the hrm - ^ -pect to 
persons hamng notice of the agreement (b. S) But, of cours., the 
restriction does not affect persons haxung no such notice. 

Liahilitv of Partners.— Evert- partner in a finn is liable jomtly 
with the other partners, and in Scotland severally i — separately] also, 
or aU deb s and obhgations of the firm incurred whde he is a partner; 
Ster his death his estate is also severally hable ui a due course of 
admmiriration for such debts and obligations, so far as they remam 
umarilM but subject in England to the prior pac-ment of h.s separate 

'hv anv uToneful act or omission of any partner acting in 
the ordlSrt courVof ?he business of the firm, or trith the authonty 

S te co-partners: loss « 3-'rnel\S'fiS^’ffSaU^^ 

The firm is liable to make good a loss 

a”fii in the course of tts business t^ives monj- 
fsTiappMVy “e S mo"re “0? fte paSnS. S it ,s tn the custody 

of the firm (S. n). 

The liability under 5 . 0 is joint 1 under on. 10 and ii it is jomt 
’'"'ifludgment is recovered against the firm on 

pta ies rndM^af ii'emirfoHhe ai^d ISb-ers jud^»fi 



127 


PARTNERSHIP LAW 

he cannot afterwards sue other partners, even if he did not know that 
thev were partners when he recovered judgment [Kendall v. Hamilton. 
riSTQl). The defendant in such an action may apply to the jlourt to 
order'that the other joint debtors be added as defendants. Since the 
estate of a deceased partner is severally liable, the fact that judgment 
has been obtained against the firm does not prevent the creditor suing 

the personal representatives. 

Where the liabilitv is joint and several, the fact that judgment has 
been obtained against one partner does not prevent the creditor suing 

the other partners. 

Enforcing a Judgment Against a Firm.— Where a creditor of a 
partnership has secured judgment against a firm he may issue execution 
against any property of the partnership. He may also issue execution 
against the goods of an individual partner who was personally served 
\rith the writ as a partner, and has not entered an appearance, or who 
has appeared in his own name as a partner, or has admitted on the 
pleadings that he is a partner. If the plaintiff seeks to issue execution 
against "a person who has not been so served, or who has not appeared 
as a partner, or admitted that he is one, he must apply to the Court for 
leave. If the fact of partnership is then denied, the Court will first hear 
and decide the issue whether the respondent is a partner. 

Liability for Wrongs. —It is essential in order to establish liability 
to show that the tcTongful act was done in the ordinary course of the 
partnership business. For example :— 

A and B are solicitors practising in partnership. C, a client of the firm, 
entrusts monev to A to be invested in a specific security, A mis-appropriates 
the money. B knows nothing of the transaction. B is Liable since it is part 
of the ordinary business of solicitors to inyest in specified securities {Blair y. 
Bromley, [1S47]). But in a case similar except that C gaye to A only general 
instructions to inyest the money as A thought fit, B is not liable for A’s mis¬ 
appropriation of the money, since it is not the ordinary* business of solicitors to 
receiye money to be inyested at their discretion [Harman v, Johnson, [iS53’). 

The question is whether the wrongdoer was acting as agent for the 
firm and \dthin the apparent scope of his agency. 

If a partner, being a trustee, improperly employs trust-property 
in the business or on account of the partnership, no other partner is 
liable for the trust-property to the persons beneficially interested 
therein, unless he has had notice of the breach of trust; but if the 
money is still in the firm’s possession or under its control, the bene¬ 
ficiaries may follow and recover it (S. 13 ). 

Holding Out.—A person may become liable as a partner without 
actually being one, if he “ holds himself out to be a partner. If he 
represents himself to be one, or knowingly allows himself to be so 
represented, and on the faith of such representation credit is given to 
the firm, he is liable to the creditor. He is estopped from denving the 
character w’hich he has assumed, and on the faith of which the'ereditor 
acted (5. 14 (i)). A man who has retired from a firm, but has given 
no notice of dissolution of partnership, and allows his name still to be 
used as part of the firm name may be liable on this ground. But the 
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continued use of a deceased partner s name as part of the firm name 
does not of itself impose anv liabilitv on the deceased partner’s estate 
for partnership debts contracted by the firm after his death (S. 14 (2)). 

Incoming and Outgoing Partners— A person admitted as a partner 
into an existing firm does not thereby become liable to creditors of the 
firm for an\*thin£^ done before he became a partner. A retiring partner 
does not cease to be liable for debts incurred before his retnement 

\n aerreement bv continuing partners to indemniE a retiring 
partner is usud: and if the creditor by express agreement, or agree¬ 
ment to be implied from the course of his dealing \\nth the new firm, 
consents to look to the new firm for pa^nnent, then the retinng partner 
is discharged from liability. There is then a novation of contract, i.f. 
the creditor has expressedly or impliedly accepted the neu firm as his 

debtors instead of the old. Thus 

X and B were bankers in partnership, C and D were admitted as new 
partner^ and notice was siven to all creditors, died, and subsequently B 
C and D continued to car^^• on the business, but oecame msolvent. 
died, t a death* but had continued aftenvards to receive 

PntL":ron VeSsns.lndta^proved as creditors in the bankruptcy of C 
Lnd D caLot after^vards sue .Vs estate [BU^orcugh v. Holman. uSybA 

\ mere agreement between the old partnem and incoming partners 
that the new firm shall discharge the old firm’s debts does not give to 
the old firm’s creditors a right to sue the new firm^ There must be 
an a-reement between the firm as newly constituted ^d the creditor 
befor"e action by him wiU lie against the new firm. Creditors cannot 

pnfnrre a contract to which thev are not parties. 

™ A conunmng guarantee given either to a fimj or to > tted F^n 
in respect of the transactions of a firm, is revoked as to future Uansac 
tions bv any change in the constitution of the firm, unless the contrary 

is agreed (S. iS). , • - j 

Relationship of Partners to One Another.— The mutual Md 

r,,s 

'iV p™peA?";iSr'allv tongsr ^ the partnersMp stock, « 
acu.rod by sfolTte p“rt„\ThTp\l^^^^^^^ is partnershtp 

propertv, and must be held btt pt ^^^ership agreement; 

?hi h”?™ atr’ si.Xt L^rog^UanraSd the conveyance 
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was taken in the name of one partner, the land was partnership 
WTiere one partner 

authority of the other partners, but ynth the money and on account 
of the firm, the shares were partnership property. A partner renewing 
the lease of partnership offices in his own name holds the lease m trust 

\Miere anv land, or any heritable interest therein has become 
partnership property, it shall, unless the contrart' intention appears, 
se treated as personal or moveable estate, not real estate I22). 
Land acquired for partnership purposes was usually conveyed to the 
partners as tenants in common; but, by 5. 24 of the Lan' of Property 
Ad, 1Q25, an undivided share of land is not now capable ot being 
created, aiid where land is conveyed to persons in undivided shares 
the conveyance takes effect as if conveyed to them as joint tenants 
upon “ the statutory trusts.” These trusts are to sell the property 
(but ttith power to postpone the sale) and to stand possessed ot the 
net proceeds of sale so as to give effect to the rights of the persons 
interested in the land. Freehold or leasehold property belonging to 
the partnership tvill, therefore, be held in future upon trust for sale; 
but no sale ^\■ill be made until the persons holding the majority of the 
interests desire a sale, and presumably their right to require a sale will 
be controlled by the terms of the partnership agreement._ Obviously 
a sale of the premises where the partnership business is carried on might 

ruin the business. 

Rights and Duties of Partners inter se.— The Act contains important 
rules declaring the rights and duties of the partners. By S. 24 the 
interests of partners in the partnership property and their rights and 
duties in relation to the partnership shall be determined, suhjed to any 
agreement expressed or implied between the partners, by the following 

rules:— 

(1) All the partners are entitled to share equally in the capital 
and profits of the business, and must contribute equally towards 
the losses whether of capital or othenwse sustained by the firm.* 

(2) The firm must indemnify even.- partner in respect of pay¬ 
ments made and personal liabilities incurred by him— 

(a) in the ordinaiy and proper conduct of the business of the 
firm; or 

(i) in or about antthing necessarily done for the preservation 
of the business or property of the firm (such as money 
found to pay a pressing debt). 

(3) A partner making, for the purpose of the partnership, any 
actual patment or advance beyond the amount of capital which he 
has agreed to subscribe, is entitled to interest at the rate of 5°o per 
annum from the date of the patment or advance. 

• The skill of a partner may be of value to the hrm out of all proportion to 
the capital he brings in. WTiere the partners have not apportioned prohts the 
Court ^\*ill not do so. “ EqualiU' is equity, not as being absolutely just, but 
because it cannot be kno^*n that any particular degree 'of inequality is more 
just " (Pollock, Digest of the Law of Parinerskip, p. S3). 
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4) A partner is not entitled, before the ascertainment of profits, 
TO interest on the capital subscribed by him. 

\^) Ever}' partner may take part in the management of the 
partnership business. ‘By agreement the management may be 
delegated to one or more partners, and such an agreement is binding.' 

'6) No partner shall be entitled to remuneration for acting in 
the partnership business. ‘But compensation may be received bv 
one panner for extra trouble occasioned by another’s neglect of 
business," 


(7) No person may be introduced as a partner trithout the 
consent of all existing partners. ‘This is a fundamental principle 
of partnership law. Partnership is based on the personal confidence 
of partners in one another. The introduction of a stranger is contrar\’ 
to the basis of a partnership. A partner may indeed assign his 
share, and this (unlike a charging order on a share under S. 23) does 
not necessarily give a right to the other partners to dissolve the 
partnership; but the Court might consider that such an assignment 
makes it just and equitable to order a dissolution.' 


‘S) Anv difference arisinsr 


as to ordinan’ matters connected trith 


the partnership business may be decided by a majority of the 
partners, but no change may be made in the nature of the partner¬ 
ship business without the consent of all existing partners. ^Anv 
such decision must be made in good faith for the benefit of the 


partnership as a whole, and evert* partner must have an opportunity 
of being heard." 

(9) The partnership books are to be kept at the place of business 
of the partnership (or the principal place, if there is more than one), 
and every partner mav. when he thinks fit, have access to and 
inspect and copy anv of them. A partner may employ an agent for 
this purpose, provided that the other partners have no reasonable 
ground of objection to the particular agent selected, but the agent 
mav not use the information derived from inspection for any other 
purpose than to advise his principal. ‘But the partner making such 
extracts has, after he has ceased to be a partner, no right to make use 
of them for puq^oses injurious to the fiim.^ 


These rules, it will be noticed, are ” subject to any agreement ex¬ 
pressed or implied between the partners.” They apply only so far ^ 
they are not contran.* to any provisions on these points contained in 
the partnership agreement. 

Partners are bound to render true accounts and full information 
^ *f all things affecting the partnership to any partner or his legal personal 
representatives ?. ed-. Partnership is a contract uberrimce jidei .ol 
the utmost good faith*. Between partners this is obviously essential. 

Even* partner must account to the firm for any benefit derived by 
him without the consent of tlie other partners from any transaction 
concerning the partnership, or from any use by him of the partnership 
propertv, name, or business connection (S. 291. It is because of this 
rule that anv partner ubtammg a renewal of the lease of partnership 
prnpenv in hi- ■•wn name is bound, if the other partners claim it, to 



PARTNERSHIP LAW 


131 

treat this as held on behalf of the firm, and the rule would probably 
be the same even if the partner rencumg had told the other partners 
that he intended to apply for a renewal for his own benefit. On the 
other hand, if the lease is not renewable, and one partner purchases the 
property subject to the lease, he is entitled to hold it for his own benefit. 

If a partner carries on a competing business without the consent of 
his partners, he must account to the firm for all profits made in that 
business (S. 30). If a partner in one firm carries on such a business 
with the other partner’s consent, he must not use information obtained 
from the partnership for the benefit of the other business or to the 
prejudice of the firm. 

Detennination and Expiration of Partnership. —Where no fixed 
term has been agreed on for the duration of the partnership any partner 
may determine the partnership at anv time on giving notice of his 
intention so to do to all the other partners (5. 26). 

WTiere a partnership entered into for a kxed term is continued after 

that term has expired, and without any express new agreement, the 

rights and duties of the partners remain the same as thev were at the 

expiration of the term, so far as is consistent \rith a partnership at will 

[i.e. one which continues so long as all the partners are willingh It 

can therefore be terminated at any time. A continuance of the business 

by the partners, or such of them as habitually acted therein during the 

term, without any settlement or liquidation of the partnership affairs, 

is presumed to be a continuance of the partnership ( 5 . 27). The 

terms of the old agreement continue to apply as far as practicable. 

e.g, an arbitration clause contained in an agreement for a fixed term 

still applies when the partnership is continued after the end of the 

term. But a clause providing for a notice of a certain length in order 

to terminate the partnership before the end of the specified term is not 
applicable. 

A partnership deed usually contains powers for the majority of the 
partners to expel the remaining partner or partners; but unless such 
a power is expressly given there is no power of e.xpulsion. W'here 
such power exists it must be exercised in good faith and in strict com¬ 
pliance with the terms of the document. The conditions of good faith 
include reasonable preliminaiy warning and opportunity of explanation, 
and the fact that partners are expressly relieved from the duty of 

stating their reasons does not dispense them from the dutv of actin'^ in 
good faith. ‘ ^ 

Assignment of and Charges on a Partner's Share.— A partner cannot 
assign his share so as to make his assignee a partner, or introduce 
a new partner into the firm without the other partners' consent. If 
a partner assign his share, e.g. bv wav of mortgage to secure a debt 
due from him, the assignee acquires no right to interfere in the manage¬ 
ment of the pannership business, or to inspect the books, or to require 
an account. The assignee is entitled only to receive the share of the 
profits to which the assigning pauner would othenvise be entitled 
and he must accept the account of profits agreed to bv the partner-! 
Upon a dissolution of the partnership, the assignee is entitled to the 
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assigning partner’s actual share of the partnership assets. He is not 
bound by any agreement between the partners for valuing the share, 
and is entitled to have an account taken as from the date of the dissolu¬ 
tion in order to ascertain the true value of the share ( 5 . 31). 


Partnership Propertj’ and Partner’s Separate Judgment Debt.—It is 

not possible to enforce a judgment obtained against an individual 
partner by issuing execution against partnership property. The 
judgment creditor can now enforce the judgment in respect of the 
partnership property only by obtaining an order charging the partner’s 
interest in the partnership property and profits, for the judgment debt 
and interest thereon; and the Court may appoint a receiver of the 
partner’s share (S. 23). This was an alteration effected by the Partner¬ 
ship Act: for at common law partnership property might be taken in 
execution for the separate debt of any partner, and the debtor’s interest 
therein could be sold. The person obtaining such a charging order has 
no right to take part in the business nor does the order as a rule entitle 
a judgment creditor to have accounts rendered to him by the other 


partners. 

The Court may order a sale of the debtor partner’s interest. In 
that event the other partners may purchase it, and at any time they 
mav redeem the interest charged. Or thev mav obtain an order for 


dissolution of the partnership. 

Section 23, which regulates procedures against partnership propertt 
for a partner’s separate judgment debt, does not apply to Scotland. 


Dissolution of Partnership. —A pannership may be dissolved at any 
time by mutual consent of the partners. 

In addition, subject to any agreement between the partners, a 
partnership may be dissolved, under S. 32, by:— 


[a) Expiration of the term fixed for the partnership. 

[b) If entered into for a single adventure or undertaking, by the 
termination of that adventure or undertaking. 

[c) If entered into for an undefined time, by any partner gi^’ing 
notice to the other or others. jSuch notice once given cannot be 
withdrawn without the consent of all the partner5._ 


Further, by S. 33, a partnership is dissolved by 

(d) The death of a partner. .This dissolves the partnership as 
regards all the partners unless the contrarx' has been agreed.] 

(e) The bankruptcy of any partner. ]This also dissolves the 
partnership as regards all the partners unless the contrarx' has been 
agreed."! 

(f) \\'hen a partner suffers his share of the partnership property 
to be charged under the Act for his separate debt, the partnership 
mav at the option of the other partners be dissolx'ed. 

.\gain, by S. 34, a partnership is in everx’ case dissolved 

(g) By the happening of any extent which makes it unlaxvful for 
the business of the firm to be carried on or for the members of the 
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lirm to carrv it on in partnership. E.i,’. partnership with an alien 
enemy. The outbreak of war in 1914 dissolved many partnerships. 
The term “ alien enemv ” includes persons of evert' nationality 
residing in an enemy countrt'.] 

Lastlv, by S. 35, partnerships may be dissolved by the Court. On 
application by a partner, the Court may decree a dissolution:— 

[h] When a partner is found lunatic, or is shown to the satisfaction 
of the Court to be of permanentlv unsound mind. Proceedings may 
be taken by the Committee of the lunatic or next friend or person 
having title to intervene, or by any other partner. 

(i) When a partner becomes in any other way permanently 
incapable of performing his part of the partnership contract. 

(/) When a partner has been guilty of such conduct as, regard 
being had to the nature of the business, is calculated prejudiciallv to 
affect the carrt'ing on of the business. 

{k) When a partner wilfully or consistently commits a breach of 
the partnership agreement, or otherwise so conducts himself in 
matters relating to the partnership business that it is not reasonably 
practicable for the co-partners to continue in partnership with him. 
The degree of misconduct sufficient to induce the Court to dissolve 
a partnership is difficult to determine. Refusal to meet the partners 
in matters of business and continual quarrelling have been held 
sufficient, so also has a state of hostility which has become chronic 
and renders mutual confidence impossible; but not mere squabbles 
and iU-temper. The Court will, if such a state exists, make an order 
on the application of either party, but under (f), (;), and (k) above 
will not act at the instance of the panner who is to blame.] 

(f) When the business of the partnership can onlv be carried on 
at a loss. 

(w) WTien it is just and equitable that the partnership should be 
dissolved. Ht is said that the marriage of a female partner (which 
formerly dissolved a partnership) might make it just and equitable 
to order a dissolution.) 

Rescission of a Partnership Agreement. —\Miere a person is induced 
by fraud or misrepresentation to become a partner, the Court will 
rescind the contract at his instance. In such a case a partner seeking 
rescission is entitled to be indemnified against the liabilities which he 
has incurred owing^ to his becoming a partner. The extent of the 
indemnity is stated in the Act (S. 41). Without prejudice to anv other 
right he is entitled;— 

(a) To a lien, or right of retention of, the surplus assets, after 
satisf}'ing partnership liabilities, for anv sum paid bv him for the 

purchase of his share in the partnership, and for anv capital con¬ 
tributed bv him. 

{b) To stand in the place of the creditors of the firm for anv 
payments made by him in respect of the partnership liabilities. 

(c) To be indemnified by the person guiltv of the fraud or mis¬ 
representation against all the debts and liabilities of the firm He 
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;s also entitled to recover damages from the person guilty of the 
fraud, and, where the Act gives him a lien for principal moneys 
mentioned in S, 41 ut) above, to interest on those moneys, and costs 
of the action. He is also entitled to interest on all patunents made 
bv him in respect of partnership liabilities. 

Dissolution by an Arbitrator.—Where there is an arbitration clause 
referring all disp'utes to arbitration and a dispute arises invohdng the 
question whether the pannership has been or ought to be dissolved, 
the arbitrator has power to dissolve the partnership. 

Consequences of Dissolution.—As a general rule a partner is not 
liable for the acts of his former partners after the dissolution of the 
firm or his retirement from it; but to protect him.self against_third 
persons an advertisement of the dissolution should be inserted in the 
London Gazette, and as regards persons who have already had dealings 
with the firm a specific notice of dissolution must be given. 

A and B, partners, execute a deed declaring the partnership dissolved as 
i'-om Januan* i. Thev do net discontir.ue the business or give notice of 
di-olution. 'On Febraan- i A indorses a bill in the partnership name to C, 
■.vho is not a'.vare cf the dissolution. The firm is liable on the biU (ex parte 

RcblKSZK, [l 533 ] . 

The practice of the London Gazette is to require that notices of 
di''Olution shall be sistned bv all the partners or their legal repre¬ 
sentatives, and the sismatures'be verified by the statutor,- declaration 
of a solicitor. A notice not signed by all the partners must be verified 
by the statutorv declaration of a solicitor stating that such^notice is 
ff-iven pursuant to the terms of the partnership to which it refers. 

If a partner has, notunthstan'ding dissolution, given his partners 
authoritv to act for him, he will be bound by antthing done b\ them 
within the limits of such authority. In the absence of such an agree¬ 
ment, each partner has authority to bind the firm so far as necessaiy 
to wind UD the affairs of the partnership, Md to complete transactions 
berun but unfinished at the time of the dissolution, but not otherwBe 
iS.'S'S): but the fi.rm is in no case bound by the acts of a partner who 

has become bankrupt. 

\ bill '.vas indorsed in the name oi a nrm to a credimr. Before the ml, 
b^c=m» due the partnership was dissolved. Xonce of diponour given to the 
Continuing panr.er, but no't to the retiring partner, was heL to be bmdmg on 

the retinns partner (Uolataro v. Barnet:, .19-°.'■, reroiot 

Monev beltnrini: to a trust estate was deposited with a ban,., tte recap 

ctatm^ th-r ,t v.As to be paid to the nrm of solicitors actmg for the trost. ine 

^ w-aC disV^lved. One of the panners indorsed the receipt and reemved 

^did not pav ever, the monev. The benehcianes under the t^st su^ tte 

H'--' -5 the receipt cf the monev was necessan-, either to 

frie aUV S'-.S pm«r,h,p - or.- ,o c,n.pk,e . “ 

rot before the date cf the aissolution. under 35 . the baiik^_^as 

]ustihedinpa\ir-gtothepartner an ,.19^7- • 

The rule as to -ood faith bein- essential as between partners applies 
to tran^-wtiru^ undertaken after the parnership nas been dissolved 
bv the death of a parner. and before the aiiairs have 

carrvung on the business for the purpose of wmdmg up. m the absence 
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of any special reason to the contrary, be entitled tu some rumpensation 
for their services. 

Where a premium has been paid for admission to the partnership 
there mav, in the event of dissolution, be a claim by that partner to a 
return of" the premium (S. 40). Where the partnership is at will, the 
partner papng the premium must be taken to have run the risk of the 
partnership being determined at any time, but if the partnership is for 
a fixed term and is dissolved before the end of the term, otherwise than 
by the death of the partner, the Court may in its discretion order the 
repayment of the premium or part of it. The rule usually adopted is 
to order a return of so much of the premium as bears the same pro¬ 
portion to the whole as the unexpired portion of the agreed term bears 
to the whole agreed term. A return will not be ordered where the 
misconduct of the partner paying the premium is the cause of dissolu¬ 
tion. WTiere the partnership has been dissolved by an agreement not 
providing for a return of part of the premium, no order for the return 
will be made. 

Conduct of the Winding Up. —The partners are the proper persons 
to get in the assets and wind up the affairs of the partnership, and their 
power to bind the firm continues for this purpose notwithstanding 
dissolution (S. 3S). If after dissolution they cannot agree as to the 
winding up, the Court will appoint a receiver and, if necessan,', a 
manager, and will on due occasion restrain a partner by injunction 
from doing any act which will impede the winding up, such as injuring 
the value of or misapplying the assets of the firm, ^^'here a partner¬ 
ship has been dissolved by the death or bankruptcy of one of the 
partners, the continuing or solvent partners are entitled to wind up the 
affairs, and to an injunction restraining the executors or trustees in 
bankruptcy from interfering with them. 

The Court will on proper grounds, at the instance of executors or 
trustees, protect the partnership assets and ensure the proper conduct 
of the winding up. 

Application of the Partnership Property—Goodwill. —On dissolution 
every partner is entitled to have the partnership property applied in 
payment of the firm's debts and liabilities, and to have anv surplus 
applied in payment of what may be due to the partners (5. 39). 

This may involve the sale of the goodwill, which is a commercial 
rather than a legal expression. It has been described as " the benefit 
arising from connection and reputation,” and as ” the probability that 
the old customers will resort to the old place.” The value is obviously 
greater in a business than a profession. A customer is likely to go to 
the same shop to buy the goods he has been accustomed to bin’, whereas, 
in the case of a doctor or solicitor, the patient or client goes to his 
adviser because of his confidence in his skill. The relation is obviously 
less likely to be continued with the purchaser of the practice. Indeed, 
it has been said that in the business of solicitors goodwill in the ordinan,- 
sense hardly exists. 

But W'hether the value be great or small, every partner has the right 
to have the goodwill sold, and the proceeds applied as part of the 
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business assets. If this takes place, the purchaser alone may represent 
himself as continuing or succeeding to the business of the vendors. 
But any vendor, i.e. any partner, may carr\- on a similar competing 
business and advertise it, though he may not use the name of the old 
firm, or represent himself as continuing the old business, or canvass 
former customers of the old business. The purchaser may use the 
name of the old firm, but not so as to expose the partners to anyliability; 
he must not represent any vendor as being still in the business. 

Until the partnership affairs are wound up, the former p^ners 
must not carr\- on business in the firm name. After the winding up 
is complete evm- partner is free to use the firm name (unless the contrary^ 
has been agreed), but again not so as to expose a former partner to 

habilitv. . 

Wliere, after dissolution, the business of the partnership is earned 

on, without the capital of the outgoing partner being paid to him, and 

without anv final settlement of accounts, then the outgoing partner, 

or his estate in the event of death, is entitled either to such a share of 

the profits made since the dissolution as is attributable to his capital, 

or to interest at 5°o on the amount of his share of the capital assets 

(S. 42). This clause does not apply where the partnership agreement 

gives to the continuing or suixfimug partner an option to purchase the 

share, and the option is exercised. 

The amount due from suixiving or continuing partners to an 

out°'oing partner, or to his estate, is a debt. In the e\ent of bank- 
ruptev foUowang dissolution the joint creditors whose debts existed at 
the dissolution must be paid first. But, subject to that rule, the status 
is changed, and the former partner has become a creditor. 

WTien the assets have been got in they are, by S. 44, to be apphed 

follo^^ S • . •• 1 t 

" In settling accounts between the partners after a dissolution ot 
pannership, the following rules shall, subject to any agreement, be 

obseiwed;— 

(u) Losses, including losses and deficiencies of capital, shall be 
paid first out of profits, next out of capital, md lastlv, if necessary, 
by the partners individually in the proportion in which they were 

entitled to share profits.* 

( 6 ) The assets of the firm, including the sums, if any .contributed 
by the partners to make up losses or deficiencies of capital, shah be 
apphed in the following manner and order 

(i) In paying the debts and liabilities of the firm to persons 

who are not partners therein. . , 

f2) In paving to each partner rateably what is due from the 
fimi to"him for advances as distinguished from capital. 

(3) In paving to each partner rateably what is due from the 

firm to him in respect of capital. iVip 

(4) The ultimate residue, if anv, shall be divuded among th_ 

partners in the proportion in which profats are di\usib . 

• See p. 212 as to the dificulties arising owing to the decision in Garner v. 
Murrav. 
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In making out accounts on dissolution, it is usual to commence at 
the date of the last account settled by the partners. It has to be 
remembered that a practice recognised by the partners in taking 
accounts mav apply only to accounts taken during the continuance of 
the partnership, and not to a dissolution account. 

Administration of the Estate of Deceased Partner.—The surviving 
partners are creditors of the estate of a deceased partner for what 
may be found to be due to them on taking the partnership accounts. 
Thev mav sue the legal representative of the deceased partner for a 
jud^ent for a partnership account and payment of what is due, and, 
if assets are not admitted, for administration of the estate of the 
deceased. Creditors of the partnership may also claim administration 
of the estate bv the Court. But creditors of the firm are not entitled 
to be paid out of a deceased partner’s estate until all his separate 
creditors have been satisfied. The rules in bankruptcy, that the 
debts of the firm are to be paid out of the assets of the firm, and the 
separate debts of each partner out of the separate estate, and that a 
partner may not prove against the separate estate of his co-partner 
while the joint debts are unpaid, have been adopted in administering 
the estate of a deceased partner. 

Limited Partnerships.—Since 1907, partnerships of a special kind 
have been possible under the provisions of the Limited Partnerships 
Act, 1907. The object of the Act was, apparently, to legalise in this 
countr}* special partnership arrangements corresponding to those 
e.xisting in various foreign countries. The change in the law would 
probably have proved more popular if it had not happened to coincide 
with the Companies Act, 1907, under which private limited companies 
ha\ing only two shareholders were first allowed to be constituted.* 
But many limited partnerships have been registered under the terms 
of the Act 

Notwithstanding the provisions of the Partnership Act, 1S90, a 
person lending money on the terms of taking a share of profits in a 
justness was considered to run some risk of being held to be a partner. 
The Limited Partnerships Act is designed to avoid this danger. There 
may under that Act be a limited partnership, consisting of not more 
than ten partners in the case of a bank, or more than twentv in the 
case of any other business. One partner at least must be a' general 
partner having the ordinary powers and liabilities of a partner, and 
one at least must be a limited partner. The partnership must be 
registered with the Registrar of Joint Stock Companies, together with 
particulars as to the general nature of the business, the finn name, the 
principal place of business, the names of the partners, the date of com¬ 
mencement and the term of the partnership, and the amount contri¬ 
buted by the limited partner, or each limited partner, if there be more 

than one, must be stated. Any changes that occur after registration 
must also be registered. 

The general conduct of the business must be in the hands of the 

♦ See Companies Act, 194S, S. i 'r for authorisation now in force. 
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general partner or partners exclu.''o el\. The limited pa.rtner may 
inspect the bonks, examine intf the state and prospects of the business, 
and advise the other partners thereon, but he mu^t not take part 
m the inanatremeiu of the business. He cannot birid the tirm, nor 
mav he withdraw anv part of his capital. So long as he complies wath 
these provision-; a limited partner is liable only to the extent of the 
capital subsenbed bv him. If he withdraws any part of his capital, 
he is liable to the extent of the amount so withdrawn, for the firm s 
debts and oblieations. If he takes part m the management of the 
business he becomes a general partner and liable as such for all debts 
and oblieations incurred during the period in which he takes part in 
the manaeement. The death or bankruptcy; of a limited partner does 
not dissoU-e the firm: his capital vests in his personal representative, 
or trustee in bankruptcy. The general partner, or partners alone 
decide questions arising in the ordinary course of business, and they 
mav admit new partners without the consent of th^e limited partner. 
On'the other hand, the limited partner may assi^ his share (but only 
with the consent of the general partners) and his assignee becomes a 
limited partner in his place. The limited partner cannot dissohe the 
firm bv notice. The effect of the Act is that a limited partner may safely 
invest' money in a business and become entitled to a share of prohts 
without anv risk of being held to be a panner, and as such hable for 
thp debts of the firm bevond the amount ot his capitd. The machinery 
of management is perhaps less cumbrous than m the case of a pm ate 
company, but the latter device is generally preferred. 


ex.vmin.^tion questions. 

I Cive the dehnitcjn c l partnership as set out in S. i of the FarltursMp 
.Soo! and -ate What relanons - so 

the wm undernhe same name as that m which he had carried it on. 

private company, and the latter from a public company. Acc.u„lj,.... 

. state whether a partnership e.xists in the following cases, gimng your 

leave Ls share of capital in the business in consideration of an annu . ■ 

4 Under what circumstances may a share of the profits ot a b“Sine« ^ 
to "pe^J™ without constituting that person a panner ^ iCown.i 

"A'rS C are rennen in trade. C obrams Ibr h.a sole benefit a re.e,-al ol 
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the lease of the premises in which the partnership business is earned on. 
are the rights of A and B in respect of the renewed lease r 
Give reasons. (Incorporaied Accountants.) 

n \ M Khan & Co. issue a notice that they will not be bound by the acts 
of lewis', who is one of the partners. Consider the e 5 ect of this notice as between 

the firm and persons dealing with it. u i 

8. Does the advance of money to a person engaged in business, bv way ot 
loan'at interest varv'ing with the profits, make the le_^nder a partner 
the lender's position if the borrower becomes insolvent ? In what way has the hran.. - 
rupicy arui Deeds of Arrangement Act, 1914, afiected the law upon either oi these 

points? (Incorporated Accountayits.) 

Q. Summarise the acts bv which a partner may bind his firm, and state to 
what extent, if at all. the partnership is hable for the torts of one of the partners. 


(Incorporated Accountants.) 

10. A partner, like a trustee, must not make a private gain by reason of his 
partnership in the firm.” Illustrate this statement. On what general principle 
of law does it rest ? (Incorporated Accountants.) 

11. How may a new partner be admitted into a firm ? (Royal Society A rts.) 

12. Wliat is the extent of the interest of a partner in the property of the firm - 

(Royal Society Arts.) 

13. \Miat powers has a partner of (a) engaging and (b) dismissing employees 
(Royal Society Arts.) 

14. \Miat is the test, and the extent, of the general liability of partners for 
the debts of the firm, and how may it be limited in the case of (a) incoming partners 
and (6) retiring partners ? (Royal Society Arts.) 

15. Wliat are the rights and duties of partners, as amongst themselves, with 
reference to signing cheques, rendering accounts, assigning a share of the partner¬ 
ship, cam’ing" on another business, expelhng a member of the partnership ? 
(Incorporated Accountants.) 

16. A and B, who, together with C, are carre-ing on business as agents for the 
sale of motor-cars and accessories, have discovered that C made a secret profit 
when selling a car in the name of the firm. Advise A and B as to their rights. 
(Incorporated Accountants.) 

17. Explain the difference, if any. between the rights of partners in a trading 
concern to borrow’ money for business purposes as compared with the borrowing 
powers of the directors of a hmited liabiliU’ company. (Chartered Accountayits.) 

18. It is an implied term of every partnership agreement that each partner 
must observe the utmost good faith and fairness towards his fellow partners. 
Explain and illustrate this statement, and set out the provisions of the Partnership 
Act, 1890, which appear to you to be framed with the object of enforcing such 
implied terms. (Incorporated Accountants.) 

19. A and B are partners. How far is A liable to C in respect of contracts 
made with C by B, or of torts committed against C by B? (Royal Society 
Arts.) 

20. WTiat is meant by the term *' holding out ” in relation to a partnership ? 
How far is a person who holds himself out as a partner liable: (a) for the debts 
owing by the firm; (0) for money misappropriated by a member of the firm ? 
(Incorporated Accouyiiants.) 


21. WTiat do you understand by the term ” novation ” as apphed to partner¬ 
ships? Explain fully what is necessarv* to constitute ” novation.” [Chartered 
Accountants.) 

22. \Miat is a partnership at will ? How may such a partnership, and other 
partnerships, be determined ? (Incorporated Accountayits.) 

23. Define goodwill, and say how it is to be dealt with on a dissolution of a 
firm. To what extent is the assignor of the goodwill bound not to enter into 
competition with the successors to the old firm? (Incorporated Accoiiyitants.) 

24. WTiat are the respective habilities of (a) a partner, (^j) a limited partner, 
(c) a dormant partner, a retired partner for the debts incurred by the firm ? 
{Iyicori)orated Accountants.) 
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liat authoritv is charged with earning out the provisions of the Repstra- 
usiness Xatr.es Act, 1916, and how is it to deal ^vith: (a) misleading 


25. What obhgations are imposed on hmis by the Registration of Business 
Xattics Act, iQio ?' Does the law generally impose any restrictions as regards the 
name under which a nrm mav carrv' on business ? 

26. \^'hat 

lion of —.. - , • c- 

business names: r) the removal of names from the register; (c) an alteration to 

be made in the particulars as to any hrm. or person, registered under the Act' 

I Inccri^orated AccouKtarts.) 

A 

27. Define a “ firm ” under the Registration cf Business Xames Act, 1916. 
and state in what manner registration thereof is to be efiected, and what par¬ 
ticulars are to be furnished for registration. {Iticorporated Accountants-) 

28. What are the rights of the partners in a trading concern: {a; as to borrow¬ 
ing monev for the purposes of the business; {b‘ as to interest upon capital? 

\Charicred Accountants.) 

% 

29. What efiect have the following upon the constitution of the firm: 
death of a partner; (6) bankruptcy of a partner; (c) assignment by a partner cf 

his share ? 

30. What ought to be done to protect the interests of all parties (mcluding 
creditors); (a) when a new partner is admitted ? \^b) when the firm is dissolved r 

Can anvone be held to be a partner in law without intending to be one ? 

{Chartered Itistitiite Secretaries-) 

31. In what circumstances is a partnership dissolved: {a) without having 
recourse to the Court; (6) by judicial proceedings? {Incorporated Accountan.s.) 

32. State the various srrounds on which the Court will decree the dissolution 
of a partnership. What becomes of the goodwhll of the firm on such dissolution ? 

(Incorporated Accountants.) 

33. In settling the accounts between the partners after a dissolution of the 
partnership, w'hat course must be adopted in distributing the assets of the firm. 
•.Chartered Accountants.) 

34. Following upon a dissolution, how are the assets of a partnership^to be 
applied, and what are included in such assets : {Incorporated Acccniniant^.', 

o-. You are to be aopointed auditor under a partnership deed. The Draft 
Articles of Partnership m-e sent to vou for your opinion and approval ol clauses 
atfecting the accounts. Wnat matters of account would you expect to be men¬ 
tioned in the draft Articles, and state shortly the objects ot the clauses. \Lnat- 

ierei Accountants.) 

36. Mention four clauses which you would expect to find in a deed of pa^er- 
ship, and state in each case the efiect, if the deed is silent on that particular 

matter, i Chartered .-J ! 

\ B and C were partners. C retired, and took no steps to free himself 
from partnerthip liabilties. His capital on retirement was £10,0^. He 
half in cash, and left the other half as a loan at a minimum rate of mterest ofo, 
a higher rate on a sliding scale to be paid dependent on ^he n^ 

are claims subsequentlv contracted of id.ooo- Do you confide. C i= 
either or both classes of creditors' Give reasons lor your answer. .Cn^rUr.d 

.Accountants.) 

-18 '^mith and Jones are proposins to enter into partnership as manufacturer^ 

fn..S ifto provid, /,0,000 i cip.taL .od Jo»« i'o.joo^ on« ,3 to * 

business and to devote the whole ot his time to it. t>mith i:> to devote to tne 

business onlv so much of his time as he thinks fit. , . . ,, 

You a’-e requested to suzzest such provisions, lor mclusion in the partners^p 

deed with reference to the accounts and financial mattem of the nrm 
circumstances, you consider fair and right m the interests ot both partne . 

[Chartered Ac:oitr.tar.is:i 

10 ^p°cifv some of the circumstances which would enable the Court 
the tssXtion of a partnership upon the ground that it is just and equitable. 
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o what remedies is the defrauded partner entitled when he ha^ been h i into a 

artnership by misrepresentations r '/i.-fsi hot.-t.'-. J --fee 

40. How far can a partner's share and interest in a partnersb.ip be tranen.m a , 

11 where he is a general partner: ib; where lie is a limned partner - W n^t r, tli 
ransferee's position with regard to: the other partners : ■ tb.e creaitor^ o, 

tie firm ? [Incorpcrated AccountaKts.^ 

41. Upon the sale of a partnership business a U'-in,: L<Hiccrn Ui'- pwiriniT^ 
brained a substantial sum for good'.vili. Whea is tbe nature tne inoney 
btained, and how should it be dealt with wi.cn iinally seitnne mail' as tp_fAc- n 

he partners ? 

43. In what wavs mav a partnership be dissolved, ohhou; -:' cy_ a 
f the Court? How must the assets be distributed upv.m a dissoaitiEai r C /:.n- 

-red Secretai iesA 

43. Mention briedy the distinctions (if any, between a sl'-epinc partner and a 
mited partner. 

44. are the rights, if any. oi a limited partner of access te>. anrl in’. (:>.ie.i- 
ion of, the accounts of the partnership and of management oi the partnt-rs.Mp 
■usiness? iChaytsred AccoifrAants.] 

45. In the relations of partners to one another v.iiat is l.'i'.'ir duty as Oy 

3^ rendering accounts; (fc) accounting for private prolits; •:> competing wit.e 

heir own firm ? [h:cc>Aoyjt::i Acccunt^Kis.: 




Chapter VII 
PARTNERSHIP 


II. Partnership Accounts 


The first thing to do when dealing ^vith partnership accounts is tc 
consider carefully the financial clauses of the partnerehip agreement, 
As we have seen, a properly prepared agreement deal with (a] 
the period, yearly or half-yearly, which the accounts are to cover 
(b) partners’ capital; (c) partners’ salaries, drawings, and interest or 
capital and drawings; (i) the proportion in w'hich profits and losses 
are to be di\ided: (e) the basis of settlement on the death or retire 
ment of a partner, or the dissolution of the firm; (/) goodwill, if any 
and its treatment; (g) financial restrictions that may be imposed upoi 

all or any of the partners. . 

If there is no partnership agreement, or if the agreement is silen 

upon any of the above matters, then the Partnership AU, 1890. wil 

apply. Under that Act, as already stated, partners are 

(i) not entitled to make undisclosed profits out of the firm’ 
business; 

(ii) they must share profits and losses equally; 

(iii) they are entitled to 5% per annum inter^t on loans; but 

(iv) thev Are not entitled to interest on capital or to a partnei 

ship salary'. 


There are no statutory books, nor is any system of book-keepin 
imposed in connection with partnership. The books suitable for 
sole trader engaged in a similar business are equally suitable for 
partnership. But, in partnership, certain accounts to record tt 
Lancial relations of the partners as between themselves are unperativ 
The dates upon which accounts are to be made up, and the tom 1 
which they are to be prepared, are matters of mutual agreeinent 
the partners. No creditor or other person has any statutory nght 
inspect the accounts of a partnership unless by consent of the partner 
no^ have any accounts or returns to be filed wth any ^yer^ei 
department.* But partnerships, like sole traders, are liable to g 
into difficulties in agreeing their liability to Income Tax unless th< 
produce proper accounts to the Inspector of Taxes. 

Capital and Current Accounts.—In the majority of the capit 
of a firm is contributed by more than one partner ^d this fact mu 
be recognised in the partnership books. The combmed capitals of < 
the partners in a firm correspond to the smgle capital of J 

the business over its external Habilities. The proportion m whi^ 

• Except that limited partnerships must he registered, and ^e regulations 

Act fumiled. as explained m the previous chapter. 
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capital is contributed m no wav aftects the proporti..n in which protits 
and losses are shared, unless there be an agreement to the contrai\. 

If the provisions of the Partnership Ad. n'^QO, are construed literali}, 

capital contributed by partners is fixed amount, and can be 
onlv bv agreement: and, because losses automatically reduce tin. 
capital "contributed, thev should, in theorv, be made good. In practice, 
however, losses are allowed to stand to the debit of the current account 
until the}’ are wiped out bv subsequent profits, or they are transferred 
to the debit of the capital account, as may be agreed. This procedure 
is, in effect, an adjustment of the original contributions of capital 
made when the accounts for a particular financial period have been 


prepared and agreed. ^ \ , 

Students are sometimes perple.xed by S. 24 of the Partnership Ad, 

which states: “ All the partners are entitled to share equally in the 
capital and profits of the business. . . .” This does not imply that if, 
for example, A and B are partners and contribute £10,000 and £1,000 
respectively as capital, B is entitled to a half-share of .A.’s capital, or, 
upon a dissolution, to half the assets of the partnership. Ihe meanitig 
is that, in the absence of an agreement to the contrary, profits or losses 
of capital are to be shared equally between A and B. 

A separate capital account is opened for each partner, and this 
account is credited with the particular partner's capital contribution. 
For book-keeping purposes, the credit balances of these capital accounts 
are treated as a liability of the firm. 


Drawings. —The majority of partnership agreements authorise the 
partners to withdraw from the business definite }’early sums in periodi¬ 
cal instalments. These cash withdrawals are termed draninp. The\- 
are not withdrawals of capital, but are partial anticipations of the 
share of current profits to which each partner will become entitled 
when the firm’s annual accounts have been prepared. During the 
currenev of a financial vear, drawings are treated as a debt due to the 
firm,* and are debited as described below. Normally, they are regarded 
as pavments on account of profits accruing. But should a loss be made 
instead of a profit, or should the drawings exceed the profit made, then 
in the first case the whole of the sums drawn, and in the second the 
excess of the drawings, becomes a debt due to the firm, which, in theorv, 
should be made good in order to preserve the capital intact. In practice, 
however, debits in respect of drawings are usuallv carried forward, for 
the time being at any rate, by mutual agreement between the partners. 

There are two methods of recording capital and drawings in the 
partnership books. 

First method .—Each partner is credited in his Capital .\ccount with 
the amount of capital he has paid in, and also, at the close of the vear, 
or other agreed accounting period, with; la) interest on capital at the 
agreed rate which, usually, is 5°o per annum; ib) his share of profits, 
if any; and (c) his partnership salan.-, if any. The Capital .\ccount is 
debited with: (i) all sums withdrawn by the partner as and when the\' 
occur, together with interest thereon at the agreed rate, which again 

• See Elliott v. Elliott on d. 216. 
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is usually 5 % per annum; (ii) the partner's share of the loss, if any; 
and (iii) any goods of the firm which the partner may have withdrawn 


H. Dickson. 
Dr. 


CAPITAL ACCOUNT 



G. McArthur. 
Dr. 


CAPITAL ACCOUNT. 


Dec, 31 



Drawings, etc. 


i 

200 

300 


5 . 

O 

O 


« 3 3 


M 31 
M 31 


6 | 8 


17 

2»345 


/2,875 I ol o 



for his personal nse during the period. Under treatment the 
identity of the partner’s original contribution of capital is soon lost. 

lUusitation.^li, Dickson and G. McArthur are trading in partner^ « 
Dickson, McArthur & Co. From the details given below prepare flie Capital 

Accounts of the partners as on December 31,19... 

H. Dickson, balance of Capital Account, January i, ig--- 

G. McArthur, balance of Capital Account, January i, 19 .-. ,_ 

H. Dickson, drawings: April i, July i, ^loo; September i* 

McAjthnr, drawings: March i. £200; October i. £ 3 «>- Goods with¬ 
drawn to December 31. ^{17 6s. M. 

Profits are divisible: two-thirds to H. Dickson and one-tl^ to G. 

Interest at 5% is allowed on capital and charged on drarags. G. ItoArtnm 

is entitled to a partnership salary of £150 p« aMnm. The 

after adjustment for the Interest as above for the year was £1.075. iror 

solution, see pp. 144-145 ] 
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Second method.—Thft more modem practice is to open two separate 
accounts for each partner, a Capital Account and a Current Account. 


H. Dickson. 


CAPITAL ACCOUNT“CO>i^it*tt«i. 


Date. 


19... 
Jan. I 

Dec. 31 


Particular. 


By Balance brought forward 
„ Interest on Capital 


„ 31 „ Share of Profits for the year 


19... 
Jan. I 


By Balance brought down 


Cr. 


Folio. 

P.L 

21 

J 

42 

P.L. 

31 


!i 


» ♦ 


Amount. 


f; 


ii 


V 


L 

5,000 


250 


1,250 


;^6,5oo 


5,986 


s. 

o 


d. 

o 

o 

o 


12 


I 


G. McArthur. 


CAPITAL ACCOUNT-^onfintted. 



Date. 

Particolars. 

f' 

FoUo. J 

Amount. 


19-.. 


P L. i 

\ 

1 

s. 

d. 

Jan. I 

By Balance brought forward 

1 

1 

27 i 

J 

2,000 

0 

0 

Dec. 31 

„ Interest on Capital .... 

42 

P.L. ; 

100 

0 

0 

.. 31 

„ Share of Profits for the year . 

1 

1 

31 i 

J. I. 

625 

i 

0 

0 

» 31 

1 

„ Partnership Salary 

I 

1 j 

28 

1 

1 

1 

150 

/2.875 

0 

1 

1 

0 

0 

1 0 

19... 

1 

» 

1 

j 

\ 

1 


Dec. 31 

By Balance brought down .... 

^ \ 

1 2,345 

1 

10 

I 


By this method, each partner's capital is, in conformity with the 
Partnership Act, assumed to be a fixed amount, variable only as may be 
mutually agreed, as indeed actu^y is the case in many partnerships. 
In addition to the obvious advantage of keeping the Capital Account 
free from cumbersome detail, this practice is supported by several 
legal decisions, and is superseding tiie older method outlined above. 
The student will therefore be wise, when dealing with examination 
questions on partnership accounts, to adopt tins modem metW, 
unless it is clear from the opening position that the alternative method 
has been adopted in the past. 

By the modem method, the Capital Account is confined to the 
amount of capital brought forward from the last financial period, 
adjusted as may be necessary to record capital sums subsequently 
brought in or withdrawn by mutual agreement. The Current (Draw- 
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H. Dickson. 

Dr. 


CAPITAL ACCOUNT. 



H. Dickson. 

Dr. 


CURRENT ACCOUNT. 


Di:e. 


ParticuUn. 


Da Vs. 

• 

* ' 



Dr.wia 

c?. etc 


19... 





# 

1 


i. 

V 

0^ 

u . 

April I 

To Cash 

4 

^75 

/ 

10 


200 

0 

0 

July I 

i » 

Cash 


1^4 


10 

5 

ICO 

0 

0 

Sept. I 

1 9 

Cash 

4 ^ 

T 

122 

3 

6 

10 

0 

0 

0 

0 

Dec 51 

$ f 

Interest . 

J • 

41 


13 

/ 

11 

^3 

/ 

11 

.. 31 

t > 

Balance carried dovcn 






920 

12 

I 


iT.sco o 0 


G. McArthur. 


Dr. 


CAPITAL ACCOUNT 


0. d 


G. McArthur. 

CURRENT ACCOUNT. 
Dr. 




% ^ __ 


Fcl:o 




Dra'winn, etc. 


T .. 


Mar. I 

To Cash 


Oct. I 

,, Cash 

79 

J 

S.L. 

Dec. 31 

,, Interest . 

.. 31 

Goods Account 

14 

.. 3 ^ 

,, Balance earned do'.vn 

\ 


306 

9 - 


9 

> 

*• 

> •! 

V • •A . 

^ V 

M d*--, 

0 

0 

5. 

0 

% • 4 

c 

3 

15 7 

300 

0 

c 

I 2 

3 3 

12 

3 

A 

4 



17 

6 

s 



345 

10 

] 



t "75 

0 

c 
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H. Dickson. 


CAPITAL ACCOUNT— 


Cr 


19 


Dec. 31 ! By Balance brought forw^ard 


P.L. j 

21 


i 

5.000 


5. I d. 
o o 


H. Dickson. 


CURRENT ACCOUNT— 


Cr 


Date. 


Particulars 


19... 

Dec. 31 I By Interest on Capital 
„ 31 : ,, Share of Profits for the year 


Folio. 

J- 

42 


Amount. 


£ 

250 

T.25O 


s. d. 
o o 
o o 


19- 



• # 


Dec. 31! By Balance brought down 


^1.500 I Oi o 


986 12 ; I 


G. McArthur. 


CAPITAL ACCOUNT— continued. 


Cr 


19... I 

Dec. 31 By Balance brought forward 


! P.L. £ ! 5. d. 

i 27 2,000 0 0 


G. McArthur. 


CURRENT ACCOUNT— 


Cr 


Date. 

• 

1 

Particulars. 

i 

1 

' Folio. .Amount. 

1 

19... 

1 

1 

J- ' £ : ' 

Dec. 31 

By Interest on Capital .... 

42 :| 100 oi 


1 

P.L. ! j 1 

31 

„ Share of Profits for the year . 

31 !i 625 0 



T " ' 

J ^ il ' 1 

» 31 

1 

1 

,, Partnership Salary . . . . 1 

1 

1 

1 

28 150 j 0 

1 , * 

1 ^ ' 

i 


19... 

Dec. 31 


By Balance brought down 


£^15 ' 00 


345 10, I 


I 
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ings) Account is debited and credited with the same items mentioned 
in the first method. Interest on any loan made by a partner to the 
firm is also credited to the panner's Current Account. 

\Miere a partner withdraws goods from the business, a personal 
account should be opened in the partner’s name in the Sales Ledger 
to record the transaction, and the balance of this personal account 
should be transferred to the debit of the partner’s account at the close 
of the financial period, and should not be included amongst sundrw 
debtors. Usually, such drawings in kind are charged out to a partner 
at or slightly above cost price. 

The credit balance of a partner’s Current Account represents un¬ 
drawn income from the business, and although a partner is not strictly 
entitled to interest on a credit balance unless the partnership agree¬ 
ment provides for interest, yet usually interest is allowed at an agreed 
rate upon a credit balance until it is withdrawn, othentise a partner 
whose Current Account was in credit would not be treated equitably. 
If a partner's Current Account shows a debit balance, the balance 
should appear as a separate item on the assets side of the Balance 
Sheet as a debt due to the firm. Under some partnership agreements, 
interest is charged on a debit balance. 

Take nhe particulars civen in the example on p. 144 and 
prepare separate Canital and Current .\ccounts for H. Dickson and G.Mc-\rthur 
as on December 31, 10... (For solution, see pp. 146-147.) 


Partner’s Loans. —Where the pannership deed mentions specific 
amounts as the capital of the partners, then, in the absence of any 
specific agreement to the contrart’, any further sums paid in by partners 
are of the nature of loans. If no fixed capital has been arranged, it 
should be made clear in the partnership deed that additional payments 
in are to be treated as loans canning interest, ^^hen a loan is ad¬ 
vanced by a panner to the firm, a separate Loan Account should be 
opened for the partner, and a note should be made, as part of the 
heading of the account, stating the rate of interest payable and the 
terms of repavment, e.g. " Rate of Interest per annum. Loan 
repayable bv aniuuil instalments of {2^0 on the ist of Januarx’ in each 
\ ear'.” have alreadv seen that, in the absence of agreement to the 


I ontrarv, partners are entitled to interest at 5' o annum on suins 
ud:\iKccJ by them to the nrm as distinct from capital. But, notwnth- 
'tanding this statutoiw right, it is advisable that the partnership agree¬ 
ment should clearly declare the method of treating loans and credit 
lial.inces on current account, and the interest to be paid thereon. A 
partner cannot bo charged with interest on any sums advanced to 
iiim bv wav of loan fn-m the funds of the partner.-hip unless it be so 
agreed. Under commen l.iw, loans do not carry interest, except bx 

agreement or special custom. . , 

In addition to the statutory regulations regarding specihc loans, as 
dc-cribed above, the student's attention should be directed to b. 24 (3) 
of th- Trt, which savs: " A partner making, for the purposes of the 
partnership, anv actual pavment or advance Ix'yond the amount ot 
caoital which he has agreed to subscribe, is entitled to interest at the 
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rate of five per cent, per annum from the date of the payment or 
advance.” Assume, by \vay of mustration, that A and P 

been unexpectedlv delaved, the firm s funds run short, and B is obh ed 
to advance from his private resources, £200 to meet waps and current 
needs. B is entitled to 5 °o interest per annum on this £200. 

Sleeping (Quasi) Partner.-It has already been stated that b}' 
S. 2, ss.^{ 3 ), {d) a person may have ‘‘ capital m a business b> ua\ of 
a loan entitling him to receive in lieu of mterest an a^eed 
the profits without incurring the liabilities of an ordinaiy- partne . 
Such " partners ” take no active participation m the bpmess, and are 
known as sleeping or quasi partners, although in efiect they are dderred 
creditors, as such loans are not repayable until all outside habilitms 
have been satisfied. At the close of the financial penod, the profits 

of the busmess ha^hns: been ascertained, the share due to 
partner should be debited in the appropriation section of the Proht 
and Loss Account in the ordinan.’ way, credited to the Loan Account, 
and discharged by pa\'ment in due course. 


Illustration. 

GEORGE DICKSON, LOAN ACCOUNT. 

Oxn-T\rELFTH OF PROFITS IX LlEU OF INTEREST 


Dr. 


Cr. 



19... ! 

Feb. 5 ■ To Cash , . C.B. 

„ 5 ’ BalancecaJTled 

down . \ 


6,000 ! 0 0 


£6,465 0 o 



Dec. 31 


By Transfer from 
Capital Account 
,, Share of Fronts 
for the year 


6,000 o 0 
465 0 o 


£6,465 0,0 


19... 

Feb. 5 By Balance brought 

down 


6,000 ; 0 0 


Interest on Capital.—It has already been explained that interest 
on capital cannot be charged unless it has been specifically agreed that 
it should be charged. Howeyer, it is the general practice, under the 
First Method explained aboye, to credit partners ^vith interest at 
an agreed rate, usually 5°o per annum, on their capital, or on the 
current balance of their capital accounts. This practice appears to 
confuse some students. But it should be borne in mind that this 
so-called “ interest ” is not interest which in the ordinary’ sense has 
been earned as such. It is a preliminary' appropriation to the credit 
of the partners of a share of the firm’s profits based upon the amount 
of their respectiye capitals, and is termed interest for conyenience. A 
little thought wfiU con\ince the student that an allowance ought to 
be made for interest in cases where the capital of the firm is contributed 
in a ratio other than that in which profits and losses are shared. Unless 
this is done, the rights of the partners inter se will not be adjusted 
equitably. Eyen in cases where the capital is equally held and profits 
are shared pro rata, it is usual and adyisable to allow for interest on 
capital, in order that the partners may see w'hat profit has been made 
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by the business ofer and above the income which investment of the 
capital in outside securities would have produced. 

lUustraiion i.—The brothers George Dickson (Capital, £10,000) and Hugh 
Dickson (Capital, £3,000'; axe equal partners, and devote equal time and energy 
to the business. If no pro\’ision for interest on capital is made, George Dickson 
v.-iii contribute and hsk £7,000 more capital than his brother, without anv 
monetaiy compensation, although he could obtain, say, £350 per annum from 
outside investment of tiiis sum. If interest on capital is allowed, the rights 
of the partners will be equitably adjusted. 

lilusiration 2. —J, McArthur and L. Pirrie are equal partners and have 
contributed £10,000 each as capital. Xo provision has been made for interest 
on capital. The profits of the hrm for the year 19... were stated in their Profit 
and Loss Account at £1,575. The partners could have safely invested their 
capital to produce, say, £900 per annuin. The actual return for the time and 
work thev have contributed and the tradine risks thev have incurred is therefore 
not £1,575 but £975. A pro\“ision for interest would, of course, make no 
dinerence to the ultimate income of the partners, but it would call their atten¬ 
tion to the actual return secured by risking their capital in trade, compared 
with the income they could have obtained from gilt-edged securities, their 
liability' in the latter case being limited to the capital at stake, whereas, as 
traders, their habiliu* is unlimited. 

Iliustraticyi 3.—Dickson's capital is £5,000, and Cbatenay's capital is 
£2,500. Profits are shared as to three-fifths to Dickson, and two-fifths to 
Chatenay. The profit to be dirided is £2,000. If no interest on capital is 
charged, Dickson will get £1,200 and Chatenay £Soo. If 5^0 interest is charged, 
DictSon \rill get three-fifths of £1,625 “ £^50 interest = £1.225, and Chatenay 
will get two-fifths of £1.625 -f- /125 interest = £" 5 - The discrepancy between 
the capitals of the two partners will thus be adjusted equitably. 

It should be noted that interest on capital ceases from the date of a 
dissolution of partnership, notwithstanding the time occupied in dis¬ 
posing of the assets or completing the winding-up. In the absence of 
agreement to the contran.', the same rule apphes to partnership salaries. 

The interest on capital credited to the partners’ accounts is clearly 
an appropriation of the profits of the firm. In actual practice it is 
common to make direct transfers of the interest allowed from the credit 
of the respective Current Accounts to the debit of the Interest on 
Capital -Account. Strictly speaking, a Journal Entr}- should be passed 
through the books as follows:— 


JOURNAL. 


Da. Ca. 



lo... 
Dtc- 31 




P.L. 

/ 

5. d. 

£ 

' s. 

Initrest on Capital .\ccount . 

. Dr. 

rr 

1,050 

0 c 



To G. Mc.^rthur 

» • * * 

16 



500 

' c . 

,, \V. r. Dreer 

• • • • 

Z 1 



350 

0 

.. B. Uorkhard 


■ 3 = 



iOO 

• 0 

For iritrrv=: on capital at per annuin for the year 







d. 

0 

0 

0 


ecue-i DeceuiV-rr 3:. 


At the close of e 3 .ch financisl period the total balance of the Interest 
Account is transferred to the debit of Profit and Loss Account (pre¬ 
ferably .appropriation Section). 

Interest on Drawings.—\Miere drawings take place of amounts in 
the same ratio as that in which partners share profits and losses at 
fixed inter\-als, no particular advantage is gained by charging mterest 
on the amounts drawn. But the need for the charge is clear where 
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the dra\\hng5 of the partners are not in this ratio or are irregular in 
date. Interest runs from the date of the dra\\dng to the clobe ^ 
financial period, and is usuallv at the rate of 5% per airnum. the 
common practice is to provide two extra columns on the debit side ol 
the partners' Current Accounts to accommodate (a) the number of days, 
and (6) the amount of interest on each drawing, as sho\\'n in the current 
accosts on p. 146. Theoretically, when these debits are made, corre- 
sponding entries should be passed to the credit of Interest on Dra^^lngs 
Account. But in practice the debits are collected at the close of the 
financial period in one journal entry as follows 


JOURNAL. 


Dr. Cr. 


19... 
Dec. 31 ■ 



Sundries :— 

G. Mc.Ajtbur . . . . . • .27 

W. F. Dreer 32 

B. Uprichard. . . . . -41 

To Interest on Drawings Account . . . ' 76 


For interest at per annum on partners’ drawings 
for the year ended December 31, 19... 


/ s. d. 

•0 

36 24 

21 I 8 

12 17 6 


r 




Illustration.—Abel Chatenay and Alfred Colomb are partners who have 
contributed capital equally, and' share profits equally. There is no agreement 
concerning drawings, or for charging interest thereon. During the year 19..., 
Chatenav's drat^ings were: July i, ^’200; December i. /200, Colomb’s draw¬ 
ings were: March I, 4300; Mayi.r'20o; July i, £'300; October i, /200 ; De¬ 
cember I, £^00. Chatenay therefore withdrew ^400 and Colomb £1,400. It 
is to be presumed that the difference of £ 1,000 could have been employed 
profitablv in the business. Certainly it could have been invested safely and 
earned interest; indeed, Colomb could have invested the /i,ooo to his own 
profit. Unless, therefore, interest is charged on the drawings, Colomb will 
benefit at the expense of Chatenay, 


It should not be necessaiy’ to remind students of advanced book¬ 
keeping that partners’ drawings are in no sense a charge against profits 
They are merely instalments paid on account of profits which are 
assumed to be accruing to the business. If that assumption proves 
incorrect, then dramngs in excess of the ascertained profits are debts 
due to the firm. These remarks are here obtruded, because, in the 
author’s experience, some candidates make the serious error of prin¬ 
ciple of debiting drawings to the Profit and Loss Account when answer¬ 
ing examination questions. 

In practice, direct entries are usually made, debiting Interest on 
Capital Account, and crediting the partners’ Current Accounts with 
interest due on capital, and crediting Interest on Drawings Account and 
debiting Current Accoimts with interest on drawings. If Journal 
entries are made, as from an academic point of view they should be 
made, they would appear as shown on p. 152. 


Partnership Salaries. —It has already been explained that partners 
are not entitled, as a matter of right, to a partnership salan,-, no matter 
what sendees they may render to the partnership business. But in 
some partnerships, one (or more) of the partners may devote more 
time, or greater technical skill and experience, to the business than the 
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other partners. It is usual to recognise this greater devotion or skill 
by means of a partnership salary, paid or crated to the partner (or 
partners) concerned. Junior partners frequently receive a fixed sal^, 
and a small share only of the profits. Such salaries are charged against 
profits prior to division. If partnership salaries are paid in cash at 
agreed intervals, they may be posted direct from the Cash Book to the 
debit of Partnership Salaries Account. But, under most agreements, 
the more usual method is to credit the partners’ Current Accounts at 
the close of the financial period with the salaries due, and to debit 
Profit and Loss Account with the same amounts. In practice, the 


JOURNAL. 


Dr. 


Cr. 


19... 
Dec. 31 


Interest on Capital Account .... 

To A. Dickson, Current Account.... 

„ B. Morse, Current Account . . . . 

For interest on capital at 5% for the year ended this 
day. _ 

: Dr! 


P.L. Ir 
16 

41 
52 


£ 

750 


I s. 


f» 


31 1 Sundries 

A. Dickson, Current .Account . 

B. Morse, Current .\ccount 
To Interest on Drawings Account 

For interest at 5% 0° drawings during the year. 


!! 

% 

{■ 


d. 

0 


« 

I 


9 

I 


500 

250 


5. 


d. 


oi 0 






B- Morse, Current Account . 

To B. Morse, Goods Account 
or balance transferred, being 
the year. 


Dr. 


42 

53 

17 


56 

21 


i i3 
9 


i 


53 

S.L. 

147 


6 

4 


78 


31 14 


k • 


7 \to 

[ 




M 


51 


i4i 5 


9 $ 


3 t 


Interest Account. 

To A. Dickson, Current Account . . • 

For interest at 5% for the year on loan of £2,000. 


Dr. 


n 


P.L. 
x 6 Ij 
41 - 


xoo 


I 


xoo 


transfers are usually made direct, but, theoretically, journal e 
should be made. Where a partnership salary is one of the adjust 
required by the terms of an examination question, the necessary 

is •— 

JOURNAL. 


Dr. 


Cr. 


19... 
Dec, 31 


Profit and Loss .\ccount • .I>r. 

To G. McArthur, Current Account 

For partnership salary for the year ended December, 
31,19... 


. ’1 1 

= P.L.|| £ 

1 

1 

L 

i» ** 

! ! 

; s. i 

t 

87 •. 500 

li 

0! 

0’’ ! 

i! S'” 

1 

0 

% 1 

'! 

1 ' • 


![ 

i il 

1 

i 

1 1 


In the absence of a note as showm above m Journal 

to overlook the compensating entry m the current account as set 
out in the Balance Sheet. 

rev.Wi«.-A. Ch«eMy «d T. J contti^ “...“''S 

and share profits equally. Chatenay ^ wor^ a 

three days a week to the partne^p bupi^. profits, Testout 
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Testont’s drawings were ^^968, and the charge for interest thereon was £2^ 6s. Sd. 
On January i, 19..-, the credit balance of Testout*s Current Account was 
£76 los. sd. Prepare the final section of the firm’s Profit and Loss Account, 
and Testout’s Current Account as it would appear in the firm’s Balance Sheet 

on December 31, 19*- 


Chatenay & Tcstout. 

PROFIT AND LOSS ACCOUNT (FINAL SECTION) FOR THE 

YEAR ENDED DECEMBER 31. 19 •• 

Dr. 


Cr. 


To Partneiship Salary . 

„ A. Chatenay, Half-share 

of Profits £i »407 

„ T. Testont, Half-share 
of Profits . . 


£ 

450 


$. 

o 


2.814 


£3»264 




d. 

o 


By Balance brought down 



£ 

3*264 


j.'i. 


‘ £3.264 


Interest on Capital and Drawings should also appear in the Final Section, but the question 
indicates that these have been adjusted in the earlier section of the Profit and Loss Account. 

BALANCE SHEET. DECEMBER 31, 19... 

(Liabilities Side Only.) 


Capital 
A. Chatenay 
T. Testoat 


5,000 

5,000 


Current Account 
T. Testoat: 

Balance, December 31,19. 
Interest on Capital 
Partnership Sidary 
Share of Profits 


76 

350 

450 

J.407 


s. 

o 

0 


10 

0 

0 

0 


Less Drawings. 
Interest thereon 


£968 o o 
33 6 8 


3,183 


991 


10 




I 


d. 

o 

o 


5 

0 

o 

0 


£ 


10,000 


8 


1.192 


s. 


d. 


3 9 


If, in the illustration given on p, 152, the capital of the partners 
was not fixed " in amount, Testout's Capital Account would be set 
out in the Balance Sheet as follows:— 

BALANCE SHEET. 

(Liabilities Side Only.) 


£ 

s. 

d. 

5.076 

10 

5 

250 

0 

0 

450 

0 

0 

1.407 

0 

0 

7.183 

10 

1 

5 

1 

991 

[ 

1 

1 

! 6 

1 

! ! 

8 

1 

1 


Capital;— 

T. Testout; 

As per last Balance Sheet 
Interest on Capital 
Partnership Ssdary 
Share of Profits for the year 


Less Drawings . 

Interest thereon 


£g6S o o 
23 6 8 


£ 


fi.192 


s. 
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Losses. —Losses must, of course, be debited in the agreed propor¬ 
tions to the partners' Current Accounts, and the final balances of these 
accounts, if in debit, must be set out on the Assets side of the firm's 
Balance Sheet. Unless the pannership articles othenvise stipulate, 
or further working capital is required, partners, in practice, do not 
make good a shrinkage in the original capital contributed by them, 
except, as explained later, in the event of dissolution. It is usual, 
however, for the Articles to provide that interest at a rate agreed shall 
be charged on the debit balances of Current Accounts until made 
good. If this is not done, partners whose Current Accounts remain in 
credit are not equitably treated. 

Examination candidates are advised to prepare a partnership Profit 
and Loss Account in two sections. The first section will show the de¬ 
tailed charges to be met out of the gross profit brought from the Trad¬ 
ing Account. The resulting balance, representing the net profit or loss 
dunsible between the partners, will be carried to the second section, 
in which the division of the balance will be shown. By this method, 
the net result of the year's trading appears clearly as a separate figure, 
and is quicklv available when the information is required, or compari¬ 
sons with former vears have to be made. Moreover, this method saves 
the time of the examiner! The practice frequently adopted by 
candidates of completing the debit side of the Profit and Loss Account 
by entries representing the share of profits due to the partners is not. 
of course, inaccurate," but it is out of harmony \rith usual business 
practice, and it compels an examiner to work an addition sum in order 

to secure the information he seeks I . 

Sometimes, partnership Profit and Loss .Accounts are prepared in 
three sections. Section I shows the actual net trading result; Section 
II the details of interest on capital and on drawings, partnership salaries, 
and other similar partnership adjustments; section III, the die Lion 
of the resulting balance between the panners. This method facilitates 
the preparation of Income Tax returns, and shows the trading results 
at a glance as distinct from mere partnership allocation. 


—George, Hugh, and Robert Dickson trade as Dickson Brokers. 
Profits are divided: one-half to George, and one-quarter each to Hugh and 
Robert. Interest at s- is allowed on capital and charged on dra\'mg^ the 
capital IS fixed, and IS held as follows: George, i'm.ooo'■ Hugh, £,5.000; Rooe«' 
M 000. At the close of each year a partnership salarx- of £.300 is to be treated 
to Huch, and one of .1200 to 'Robert. The following balances appeared m th 
Trial Balance of the firm on December 31, lO-..: Trading Account (Credu 

Balance!. £14.290: Office Salaries, £2,371; Office Expenses £214, Resen e 

for Bad Debts, lanuarv i, 10,.., £320: Sundr>- Debtors A,!d'pHnt 

Account .Credit Balance., £37: Oflnee Furniture, £740. Machine^ ^nd Plan^ 

/3,40o: Omce Rent, Rates, Heating, Lightins. £042: Loan at j 0 

from Ge.orce Dickson, .2.000 ; Travellers 

Camace Outwards, £ 374 : Advertising. £045 y Bank 

/15Q ; Bad Debts. C277. Partners’ drawings ; George, £1,230 

l20' Hugh, ^072, interest thereon, £19: Robert, .0J3 interest the , 

Partners Cur'rer.t Accounts on Januar.- i. lo- 

Hugh, 1227; Debit Balance, Roben, £319- Sbtms 

debit balance, £70. A provis;. n for bad dents equal “ 5L on the ^ 

w to be made. Depreciation is to be provided as follows. , 

Plant i 5'D per annum: Office Furniture, s'-0 P« annum. The interest at 
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5% per annum on George Dickson’s loan must be provided for. P^ep^e tte 
fimi’^ofit and Loss Account for the year ended Dewmber 3 i. ^ 

the position of the partners as it would appear m the Balance Sheet at the sam 

date. 

EXAMINATION QUESTION. 

On December 31, 19.... three partners had the following amounts at the 

credit of their Capital Accounts: A, £5*^^ • ^£2,000. 

On January i previous, they had to the credit of their Drawing Accounts: 

^■ofits are divided in the same proportion as the capital, up to £2,000. Above 

that amount, A gets 25%, B 35%, and C 40%* , . ^ . r 

A drew during the year 19..., ;£ 50 o; B drew dunng the year 19..., ^ 

drew during the year 19..., £300. ... . -.I 

The profits for 19... amounted to £3,000, before charging interest on capital 

(to which ail are entitled) at 4 %. - . ^ 

Give the Drawing Account of each partner on December 31, 19..., interest on 

drawings to be ignored. (Chartered Accountants — Intermediate.) 


A. DRAWINGS ACCOUNT. 


Dr. 


19... 
Dec. 31 

»> 31 



Cr. 


19... 

1 

Jan. 1 

By Balance 

Dec. 31 

„ Interest on Capital 

»> 31 

„ Share of Profits . 

1 

1 

19... 

$ 

' Dec. 31 

1 

By Balance brought 
down . 

1 



i 

750 

300 

1,150 


s.ji. 
0 


£2,100 oio 



Dr. 


B. DRAWINGS ACCOUNT. 


Cs. 


19 ... 
Dec. 31 
>» 31 


To Cash . 
„ Balance 
down 


carried 



19... 
Jan. 1 

1 

By Balance 

Dec. 31 

„ Interest on Capital 

» 31 

1 

„ Share of Profits . 

1 

1 

1 

I 9 .«. 
D^ 31 

By Balance brought 


down 


I 

500 


d 


£1,430 I o 10 


1,030 


C. DRAWINGS ACCOUNT. 


Dr. 


19... 
Dec. 31 


To Cash . 
„ Balance 
down 


carried 



19... 

Jan. z 

1 

1 

1 

By Balance 

Dec. 31 

„ Interest on Capital 

31 

„ Share of Profits . 

19... 1 

D^ 31 

By Balance brought 


down 


Cr 
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PROFIT AND LOSS ACCOLTST FOR THE YEAR ENDED 

DECEMBER 31, 19... 

Dr. Cr. 


s. d 


lo Interest on Capital 

« « « 

B . . . 

C . . . 

,, Balance carried down 


T?oo 

"120 

So 


> < 
t. 


aoo 0•0 
2,600 O ; O 


£3,000 0 o 


To A : of £2,000 

25®o of Balance 

.. B : f; of £2,000 

35^0 of Balance 

,, C : r; of £2,000 

40°o of Balance 


£1,000 

150 

600 

210 

400 

240 


1,150 o 0 


t I 

J i 


810 0:0 


640 O 0 


£2,600 O 0 


By Balance brought down 


■: £ ^sJd. 

i! 3,000 :0 o 


By Balance brought down 


£3,000 0 ‘ o 


! 2,600 o 0 



Portion of Junior Partner’s Share Borne by Another.—^Not mfre- 
quentlv in practice, a junior partner is admitted on the understanding 
that the whole or a portion of his share of the profits and partnership 
salary’ is to be borne by a senior partner. The sons of senior partners 
are sometimes introduced into the firm on some such arrangement. 
Such agreements involve no book-keeping difficulties, but they seein to 
confu^ some students when confronted with them m exammation 

questions. 

Illustration i.-George Dickson and G. McArthur are equd partaers. 

They agree to admit Dickson's son, Hugh, as » 

and AJlSw him one-ninth share of the profits, such share to ^ 

Dickson. For the year ended December 31. i9-. the profits were £8.649. 

The cii\'ision of profits would be as follows:— 


& McArthur. 


PROFIT AND 


LOSS ACCOUNT FOR THE 
DECEMBER 31. ■ 

(Appropriation Section.) 


YEAR ENDED 


Dr. 


5. d. 


To Goorgc Dickson 

Share of ProhU £4.3^4 10 
Transfer to 

Hugh Dickson 961 o 




I » 


G. Mc-Arthur, Share of Pronu . 
Hugh Dickson, Share of Profits. 


3,363 10 o 
4.324 10 0 
961 o 0 

/■8,649 I o o 


Bv Balance brought down 


Cr. 


i 

8,649 


4. 

O 


) 


i. 

0 


1 k 


£8,649 0\0 


md Chatenay, equal partners, ^d'mt Mc.^^^ 
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are to be credited as foUows: Chatenay, £^ 50 : McA^ur, :£300. 

^to have one-eighth of the profits, but as Dickson is ^ ThatM^ 

attendance at the office, it is agreed that “ to^e £)me 

one-half of McArthur’s share of the profits and £200 of his salary is to be borne 

by Dickson. 


n, Chatenay & McArthur. 

PROFIT AND LOSS ACCOUNT FOR THE 

DECEMBER 31. 19 - 


YEAR ENDED 


Dk. 


To Interest on Capital:— 
Dickson . £ 5 ^ 

Chatenay . . 400 

McArthur . . 100 

Partneiship Salaries:— 
Chatenay . *£450 

McArthur . . 300 

„ McArthur § of Balance . 
„ Balance carried down 


To Dickson. 
Chatenay 


r. U. 


By Balance brought down 


1,000 0 o 


750 0 o 
1,010 0 o 
7,070 0 0 

£9,830 0 o 


3,887 10 o 
3,887 10 o 


£7,775 o o 


By Balance brought down 
,, Dickson : 

\ of McArthur’s 
share . . £505 

Mc.Arthur*s salary 200 


Cr. 



!j £ s, d. 
. :i 9.830 oio 


il£g.830 lo!o 


7,070 


00 

i 


705 I O 0 
£7,775 o o 


DICKSON’S CURRENT ACCOUNT. 


To P. & L. Account 
„ Balance carried down 


£ 

705 

3,182 


£3,887 



By P. & L. Account 



Balance brought down . 


3,182 lioj o 


Sometimes a junior partner is admitted to a firm on the basis of a 
small share of the profits, accompanied by a senior partner’s guarantee 
that the share of profits shall not be less than a named sum. Assume, 
for example, that A and B admit C to partnership with one-tenth share 
of the profits, A guaranteeing that C's share of profits shall not be less 
than £1,000 in any one year. If C’s share of the profits at the close of 
any one year, amounted to, say, £875 only, then £125 must be debited 
to A’s Current Account and credited to C’s Current Account to transfer 
the amount. In the Appropriation Account, C will be credited with 
£875 only. If the minimum amount has been guaranteed by the firm, 
and not by aU individual partner, the sum required to make up the 
guaranteed amount must be deducted from the shares of the other 
partners in the proportion in which they share profits. 

Illustration .—A and B are partners. They admit C as a partner on the 
understanding that his share of the profits shall not be less than £1,200 in any 
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DICKSOX, CURRENT ACCOUNT. 


Dr. 


Dec. 31 To Transfer, U’s Salary 
31 „ Share of Loss 
31 ,, Balance carried down 


/ s. d. 19... ^ , 

foo 00 Dec. 31 By Interest on Capital . 

160 0 0 31 M Transfer, U's A Share 

85 14 3 of Loss of {320 


{34511413 


19... 


Jan. 1 By Balance brought down 


Cr. 



I £ 5 .|i. 

: 300 0 0 

I 

% 

’ 45 114 3 


{345'Mi 3 


I ’ 


85 Ml 3 


Dr. 


CHATENAY. CURRENT ACCOUNT 


Ay, • « 

Dec. 31 By Interest on Capital . 



Cr. 

{ sJ d. 

250 o 0 


{250 I ol Q 


UPRICHARD. CURRENT ACCOUNT. 


Dr. 


19... 
Dec. 31 

.. 31 


To Transfer from Dick¬ 
son, Share of Loss 
.. Balance carried down 


Cr. 



J 9 ... 


Dec. 31 

By Partnership Salary . 

31 

„ Transfer Salary from 

Dickson 

1 

19... 


Jan. X 

By Balance brought down 


{3001 01 0 



This illustration should be compared with that on p. 159; in the 
latter the agreement for the adjustments was between Dickson and 
Chatenay only, whereas in the above illustration the agreement is 
between all the partners, hence the different treatment in the books. 

Goodwill in a Partnership. —Goodwill in its general aspect has been 
considered at pp. 90-93. In this place, we ded with the asset as and 
when it may occur in a partnership. Goodwill does not appear in the 
vast majority of partnership accoimts. But certain events may com¬ 
pel the assessment of this asset. These are: (a) dissolution of partner¬ 
ship ; (6) the death or retirement of a partner; (c) the admission of a 
new partner; and (i), often overlooked in practice, a change in the 
Profit and Loss sharing ratio. Probably, the majority of present-day 
partnership agreements define the basis upon which in case of need 
goodwill is to be valued. The student will understand the need for 
making an adjustment for goodwill in partnership accounts, when he 
reflects that upon the happening of any of the events {a), {b), (c) men¬ 
tioned above, a new firm is brought into being. 
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For example, A and B, equal partners, have traded as A, B & Co. 
for fifteen years, and built up a prosperous business yielding an average 
profit of £5,000 per annum. To cope with increasing trade, they admit 
C to partnership; who, although he has done nothing to create the 
goodwill obviously attaching to the business, would be entitled to his 
proportionate share of the profits derived from the goodwill, and to a 
share in the value of that asset should dissolution or death occur. In 
order, therefore, that the claims of the old partners who built up the 
goodwill may be dealt with equitably, it is decided to compensate them 
by creating a Goodwill Account, and to credit each of them with £5,000, 
being two years’ average profits. 

Consider a somewhat extreme case by way of further illustration 
of the need for taking goodwill into account on the admission of a new 
partner. A and B admit C to partnership on the terms that he is to 
pay in £3,000 as capital and to have one-fifth of the profits. Goodwill 
is not t^en into account. Unforeseen circumstances arise, and the 
business has to be sold three months after C’s admission. The goodwill 
realises £5,000. C is thus entitled to his share of this paper profit of 
£5,000, notwithstanding that he had no part in creating the goodwill. 

Again, D, E, and F have together built up a prosperous business. 
If D should die, would it be equitable that E and F should succeed 
to the whole of the goodwill to the exclusion of the representatives of 
D, who presumably took a prominent part in its foundation ? 

Admission of New Partner.—The admission of a new partner is the 
most common occasion for the creation of a goodwill account in partner¬ 
ship books. 

Illustration—A and B are partners in an old-established business. The 
Balance Sheet of the firm at December 31, 19..., was as follows;— 


A& B. 


BALANCE SHEET, DECEMBER 31. 19 


Capital 
A . 

B . 

Creditors 


> 1 1 
1 

: / 

i 

S . 

d . 

I 

i 

£ 

s. 


1 

1 


Sundry Assets . . • • 

18,700 

0 

£10,000 

1 

1 

1 

1 

i 

1 

Cash at Bank ... - 

1.985 

0 

8,000 

1 

1 


1 



-- 18,000 

0 

0 




. 2,685 

0 

1 

1 

0 



1 

: £20,685 

0 

0 

% 

£20,685 

0 


d. 

0 

0 


On January' i, 19..., it is agreed to admit to partnership t who is to pro¬ 
vide /a,000 as capital and to pay A and B £1,000 by way of premiuni for a 
quarter share of profits, C's cash resources do not, however, exceed £4,000, 
and he pays this in as capital. In lieu of the premium otherwise payable in 
cash, it is agreed that a Goodwill Account of £4,000 should be created, and a 
similar amount should be credited to A and B in thesame proportionm which the) 
share profits. The old partners thus surrender their claim for the ca£i 
and become creditors of the firm for their respective shares of the 
credited to their Capital Accounts, and also benefit from the interest accruing 
on the additional capital standing to their credit. The Balance Sheet of th 
new firm would appear as follows:— 





PARTNERSHIP ACCOUNTS 


103 


A, B&C 


Capital:— 
A . 

B . 

C . 

Creditors 


BALANCE SHEET. JANUARY 1, 19 


rJ d: 


£12,000 

10,000 

4,000 


I 26,000 0.0 
2,685 j 0! 0 

,£28,685 io.o 


Goodwill . 
Sundry Assets 
Cash at Bank 


£ ^ 5 .. d. 

4,000 j 0 I o 
18.700 ! 0 0 
5,985 


! £28.685 


O 0 


Premium for Admission of New Partner.—Frequently the claims 
of the founders of a partnership goodwill are reco^ised by a new 
partner paying an agreed sum in cash as a premium for his admission 
to the firm and a share of its goodwill. There is no need, in su(A cases, 
to open a goodwill account in the books, or to make any entnes whatever. 
The transaction is a private one between the old partners and the new 
partner, and does not affect the financial position of the firm- ^'^t t ^ 
partners may desire to have a record of the transaction in the books oi 
the new firm, and this could be done in the inanner shown below, or by 
means of the alternative entries given in the illustration at p. 164. 

Illustration.—k and B are equal partners. They admit C to partnership 
as on January i, 19.... on the terms that he is to pay £2,000 premium for nis 

admission and to introduce £3,000 as capital. 


Dr. 


19... 
Jan. X 


To C, Cash :• 
Capital 
Go^will 


CASH BOOK 


llrOQQ 3 
2,000 2 


£ U-'L 


5,000 0 0 


Cr. 


Dr. 


19... 
Jan, I 


To Transfer:— 

A's Capital Account 
B’s Capital Account 


GOODWILL ACCOUNT 



c 

5 . 

d. 

• 

• 

H 

4 

1,000 : 

0 

0 

Jan. I 

5 

1,000 ; 

0 

0 


1 






Cr. 


I s. 
2,000 0 



Dr. 


C. CAPITAL ACCOUNT. 



£ s.\d. 19... 

Jan. I By Cash 


Cr. 



Dr. 


A. CAPITAL ACCOUNT. 


Cr. 
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Black & White 


32 


Vx 


T ■ rir-fT: : — 


f .) 


1 ren.i'::;i 


S'.'.o 


r.L 


■ ' 1. : 


( A-H H‘k.K 


5 J 






I 


Db. 


TRIVATE LEDGEF^ 

H. Black. Capital Account 


I 




By B tian. i ..-v 

.. * Frti'iLr.:::. :r :r, ,b. 

urr-r. . u' 





\V. Whitl. c’aiital Account. 


A 


L P. 



Bv . 

.. ^ Pre:urji:. :r 


V., I '. 






\ c ' ' 


Cf. Gklen. Capital AcC'H nt 


PR. 


R . 


hv I 




II no agreement was made recardin^ the re‘.eiit;‘>n ol the prt-mmm 
the business, but there was a desire to record the payment of the premiui 
in the books ot the hnn, the only entries would be 
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Ds. 


To Green:— 
Capital . 
Premium 


CASH BOOK. 


£5^000 

3,000 


s.'d. 


8,000 O : O 


By Cash:— 

1 Black, I Pre- 
I mium £2,000 

j \Mutc,JPre- 

minm 1,000 


* r 


Cr. 


L( 


s.]d. 


! 3,000 0 O 


The above transactions would be posted as follows 

Capital, G. Green, ;f5,ooo, to the credit of his Capital Account in the Pnvate 

^^Pretnium, /^,ooo, as to £2,000 (two-thirds) to the cre^t of Black s Current 
Account, and as to 3^1,000 (one-third) to the credit of WMte's Cu^ent Account 
Cash £3,000, as to £2,000 to the debit of Black s Current Account as a 
Arr^vtrina an/l 2IC fn Ii noo to thc debit of Whitc s CuiTeut Account. 


EXAillNATION QUESTION. 

F and G agree to admit H as a partner as from Janua^', i, 19*- i upon the 
following terms: (a) H to bring in £5,000, of which ^ regarded as a 

premium and credited equally to F and G. ( 6 ) Profits to be divided as follows. 

F and G, two-fifths each; H, one-fifth. 

The Balance Sheet of F and G at December 31 last, was as under:— 


Creditors 
Capita]— 
F . 

G. 


LlABItmES 


£ 

5,790 10 o 


£ 8»500 

8,500 


17,000 o o 


Assets 

Plant, etc. 

Less Depreciation 

D^tors 

Les s Pro^isioii 

Stock 

Bank 


£22,790 100 j 


r. d. 


£15,300 

3,300 

.4,600 
. 940 


12,000 o o 


3,660 o 0 
5,720 6 8 
i.Aio 3 4 

£22.790 10 o 


Draft the Balaikce Sheet of the new firm o: 

5 o/tf^ton. 
CASH BOOK. 

De. 


19... 

Jan. I 


To Cash, H: 
Capital 
Premium 
F . 
G . 


£ ! s j d. 


3,500 0 0 


. £750 
. 750 


1 • 


1,500 j O j o 


Cr. 



F,G&H. 


BALANCE SHEET, JANUARY i, 19... 


Ca^tal 

G 

H . 

Creditois 


£9,250 !' 
9,250!; 

3.500 \i 


I I Plant, etc. 


22,000 f o o 

5,790 jio' o 

J 1 


Debtors . 

Less Provision 

Stock 

Bank 


£15,300 ,j 
3.300 I; 

4.600 I 

940 


! sJ d. 


12,000 o 0 


3,660 1 o 0 
5,720 j 6 8 
6.410 ) 3 4 


£27,790 :io o 


- £27,790 ;io o 
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Examination candidates frequently fail to understand that, in 
circumstances such as those dealt with in the illustration at p. 164, no 
Soodu iU account should be opened. The premium has been paid in 
place of a goodwill account. Examination questions frequently deal 
^\^th the admission of a new partner who pays in cash capital, and a 
further sum as the " purchase price of a share in the unrecorded good¬ 
will.” In answering such questions, it is quite inaccurate to open a 
goodwill account. The premium is to be divided between the old 
partners in the same proportion in which those partners shared profits 
and losses, as shown in the illustration given above. It is very im¬ 
portant that the student should realise that in all cases where a new 
partner is admitted to a firm a nra' firm has come into existence, and 
that henceforth the new partner has equal rights with the old partner 
in the management of the business and to a share in the goodwill, sub¬ 
ject, of course, to any modifications that may be imposed by the articles 
of partnership. 


Premium Paid for Fixed Partnership Term.—\Miere a premium has 
been paid for a fixed partnership term, and dissolution occurs before 
the expiration of the fixed term, the partner paxdng the premium has 
the nght ibv S. 40 of the Partnership Act. 1S90) to apply to the Court 
for repayment of the premium, or such part thereof as may be deemed 
just ha\'ing regard to the actual duration of the partnership. .\s a 
general rule, judgment in such cases follows the judgment in Athcood \. 
Maud (160S), L^R. 3 Ch. 369, and repaxment is ordered to be made 
on a time basis, i.e. according to the proportion which the unexpired 
part of the partnership bears to the whole term agreed upon. 


Goodwill on Partner’s Death or Retirement.—Unless the partnership 
agTeem<.nt directs that on the death or retirement of a partner the 
goodwill IS to pass to the remaining partners, either event necessitates 
the valuation of the goodwill. goodwill e.xists, and it is an a^et in 
which all the partners are entitled to share, including the retiring, or 

the reprcsentatix'es of a deceased, partner. ^ ^ 

Modern partnership agreements usually define the basis upon which 
gO'jdwill is to be valued when the need arises. Sometimes {a) its \alue 
IS fixed at a definite sum, or lb) its value may be based upo^n the axerage 
profit^ of a 'tated number of vears, or [c) it may be valued on a basis of 
turnover of sp.-oined years, or ‘d) it may be valued by an mdependent 
account,ant or other person on all the facts known to him. Occasional x 
varcing amounts are agreed as representing the goodxvill x’alue of 
th- individual partners. In such cases, an endeavour is made to a^e^ 
th-- >-o:>.iwill lo^- which would be sustained bv the firm by the death ot 
na h' partner. Tor example, the death of the founder and senior 
o irtii'-r, I lf a firm might greatlv reduce the value of the goodxxill p^mg 
t" the -urviving partners, buch treatment needs delicate handling, 

■ nd IS mfrequ. ntlv met with. , • / j 4.„.rTv,ir,ina 

If the partnership agreement lavs down no basis for determining 

th- value of the g.rodwill, its value must be settled by agreement 

b- tween the partners, or bv arbitration, or, in the last resort, b> 11 
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gation, or by sale for the best price it will command {re David and 
Matthews, [1899], i Ch. 378). 


Illustration.—h. B, and C are in partnership sharing profits resp^tivety in 
the proportion three-sixths, two-sixths, and one-sixth. B dies 0° November 
I IQ... The articles provide that, in the event of a partner s death goodwill 
is to be valued at an amount equal to the average profits of the three 
ended on December 31 next following the death. The Balance Sheet at that 
date is to form the basis on which the representatives of the deceased are to be 
paid out. Profits for the three years were: ;£8,i50,3^6,400,3^8,850—an average 
profit of 3^7,800. The Balance Sheet of the firm at December 31, I 9 - -. follow¬ 
ing the death, excluding goodwill, was as follows:— 


A, B & C. 


Capital:— 
A . 

B . 

C . 

CreditoR 


BALANCE SHEET, DECEMBER 3 L 


i! 


£10,000 

7,800 

5.722 


sJd. 


I 


23.522 1 0 
7,878 ! o 


0 

o 


£31,400 


Freehold Propcrtv . 
Machinery and Plant 
Sundr)’ Assets . 


!i 


£ 

12,876 

7,224 

11,300 




!| 


S.d. 
O I 0 
O I o 

r 

o 


jO 


o 


In order to carry out the provisions of the partnership agreement, 
a goodtvill account must be opened equal in amount to the average 
of the three years’ profits, viz. £7,800, and a like amount must be 
credited to the capitd accounts of the partners in the same proportions 
as profits are shared. The new Balance Sheet, including the goodwill, 
will appear as follows:— 


A, B & C. 


BALANCE SHEET, DECEMBER 31. 19... 



t 

r 

£ 

5 . 

d. 


L 

s. 

1 

i- 

Capital:— 




Goodwill Account 

7,800 

0 

! 0 

A: Balance £10,000 




Freehold Property 

12.876 

0 

0 

Share of Goodwill 3,900 




Machinery and Plant 

7,224 

0 

0 


13,900 

0 

0 

Sundry Assets .... 

11,300 

0 

0 

B: Balance . 7,8oo 






1 


Share of Goodwill 2,600 





f 

1 



10,400 

0 

0 



1 


C : Balance 5,722 







1 

Share of Goodwill 1,300 

j 




\ \ 

• j 

4 

! 

1 

% 

7,022 

0 

0 

i 

\ \ 

' \ 

1 

1 

% 

Sundry CreditoR 

7.878 

1 

0 

0 

1 

1 

1 

% 1 

i 1 

1 

1 

1 



£39,200 

I 

1 

1 

1 

» 

i 

£39,200 

! 1 

0 

1 

0 

! 


The balance shown in this way to be due to B’s representatives must 
be paid out in accordance with the articles of partnership. Usually, 
two, or more, years are allowed for payment of the sum due, in half- 
yearly instalments of agreed amount with interest at 5% per annum 
on the balance outstanding. 

The surviving partners, A and C, have now become sole owners of 
the goodwill, and can, if they so desire, eliminate the asset from the 
books. 

Illustration .—Take the above details, and assume that, upon B’s death, A 
and C now agree (for a consideration as between A and C) to share profits in 













A further journal entry would then have been necessary 
goodwill in \new of the change in A and C’s profit-sharing i 


JOURNAL. 


Db. 


CB:. 


19... 

Dec. 31 


C, CapitaJ Accoaot 
To A, Capital Account 


Dr. 


£ . s, ' d, 

650 0 0 

‘ i 


£ \s. i, 

I 

650 i 0 o 


Transfer of -Jj of Goodwill from C to A on the altera¬ 
tion of A's profit-sharing ratio froin.A^ 

C’s from to in the terms of the new agreement. ' __ 

Goodwill Partly Paid for in Kind.—It sometimes happens that when 
two businesses are amalgamated, the absorbing firm accepts the transfer 
of certain assets from the smaller business by way of part purchase for 

the goodwill. 

Illustraiion —George and Hugh Dickson are equal partners in a cigarette- 
manufacturing business. Their Balance Sheet at December 31. 19-. was as 

follows:— 


G. & H. Dicksoo. 


B.\LANCE SHEET, DECEMBER 3M9 


s. d 


Capital:— 

6. Dickson 
H. Dickson 


£15.000 

14.500 


29,500 0 o 

ll.4&^ 0 O 

1.S95 0 O 

/ii.SSi o o 


FrtehokJ Facto^ 
Machinenr and Hast ■ 
Stock 

Sundry Debtors 
Cash 


34,785 o|o 
4.745 ' 0 0 
9.404 .0:0 
2,052 I 0 I o 

1,895 iolo 

) i 

_ _ 

£42,881 ; 0 i 0 


Sundry Creditors 
Bills Payable 
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On Tanuarv i ig.... the partners agree to admit A. Chatenay. a^ a cig^e^ 

£?/bDsiiies. iis^^n be taken over at to 

Sd Ste ^nl pUSS'tS be paid ty rcbattoay i, to be left in the bosn.et» 
as additional capital. The book-keeping record is as follows. 


Dr. 


19... 
Jan. X 


To Balance brought 
forward 

.. Cash. A^Cbatenay, 
Premium:— 

G. Dickson £x,ooo 

H. Dickson 1,000 

„ Cash. A.Cbatenay, 
Balance to make 
np Capital Ac* 
coimt to £6,000 . 


CASH BOOK 


£ »• 
1,895 o 


2,000 o 


995 |o 
£4,890 p 


Cr. 

I I 

t.\d» 


X9... 

Jan. X 


JOURNAL. 


Sandries:— 1 ^ 

Machinery Plant . . • * < 

Stock' 

D^tois. 

To A. Chatenay, Capital Accoimt 
For Sondry Assets taken over this day in part dis 
charge of Capital to be paid in. 


A. Chatenay, Capital AcooqdI .Dr 

To Bad D^ts Reserve. 

For Reserve on Book Debts taken over as agreed. 


Dr. 


Cr, 



Dr. 


LEDGER. 

G. Dickson. Capital Account. 


Cr. 


By Balance . 

„ Cash, 1 Premhim j 

t 

£ 

15,000 

1,000 

• 

i 

£x6,ooo 


Dr. 


H. Dickson. Capital Account. 


Cr. 
































10... 




i 

s. d. 

Ian. I 

To Balance . 

% 

\ 

4.745 

0 0 

' .. I 

,, Sundries 

i.\. 





Chatenay) 

4 


1.956 

0 0 





^6,701 

0 0 

44 

*3 





St( 

Dr. 






19... 




i 

4 

5. i. 

Jan. I 

To Balance . 

♦ 

/ 

\ 

9.404 

0 0 

I 

Sundries 

(A. 





Chalcnay) 

• 

J-i 

3.194 

0 0 


S. d. 




Cr. 


i j. i. 


iii,59S o 0 


Dr. 


Sundry Debtors 


i6 


Cr. 


w,.. 

jan. I 
I 


To Balance . . 

Sundnes ;A. 
Chatenav) . J.i 


' s. d. 
2,05: o o 

> 

900 0 0 

i-.953 o o 






















ig... 

Feb.14 


L.F 


A. Cbatenay, Capital Account Dr. 

To Machinery and Plant Account 
Being shortage in the value of this asset guaranteed at 
£1,956 and now valued at £1,895. 


s. d. 
o 0 


5. d 


o 0 
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Summary of Treatment of Goodwill. —In view of the confusion 
shown by some examination candidates in the treatment of goodwill, 
it may be useful to summarise the various ways in which goodwill 
may arise in partnership accounts and its proper treatment. 


(A) Data .—New partner is to pay the old partners a fixed amount, 
£2,000, for a share of unrecorded goodwill, and is to introduce an 
agreed amount, £5,000, as capital. 


Entries .—No entries are required in the books of the new firm 
for the £2,000 goodwill. The amount will be paid direct to the 
old partners in the proportion in which they shared profits. This 
£2,000 is not paid into the firm's account, but privately to the old 
partners, unless, of course, they agree to pay it in as additional 
capital as in (c). The £5,000 capital will be debited on receipt to 
Cash and posted to the credit of the new partner’s Capital Account. 
.Vo goodwill account is to be opened. 


(B) Data.—An agreed amount, £2,000, is to be treated as the 
value of the firm’s goodwill. The new partner is to pay in £5,000 as 
capital. 

Entries.—A Goodwill .\ccount must be opened and debited 
with £2,000. The Capital Accounts of the old partners must be 
credited with £2,000 in the proportions in which they shared 
profits. The £5,000 paid in by the new' partner will be treated 
as in above. 


(C) Data .—The new partner is to pay £2,000 for a share of good¬ 
will and the amount is to be left in the business. He is also to pay 
in £5,000 as capital. 

Entries.—The £2,000 for goodwill must be debited to cash on 
receipt, and posted to the credit of the Capital .\ccounts of the old 
partners in the proportion in which they shared profits. The 
£5.000 paid in as capital will be treated as in A and B above. Ao 
goodwill account is to be opened. 

(D) Data.—On the death (or retirement) of a partner, goodwill is 
to be valued in accordance with the terms of the partnership deed, 
for example, it is to be taken as of the value of the average profits for 
the three vears ended on December 31 next following the death (or 

retirement) of the partner. 

Assuming that the average of the three years’ profits 
is e.^. ^5,000, open a Goodwill .Account and debit it with £$,000, 
and credit the like sum to the Capital .Accounts of the partners, 
including that of the deceased (or retiring) partner, m the proportion 
in which profits are shared. The books will then show the ^ount 
to be accounted for to the representatives of the deceased, or to 

the retiring, partner. 
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EXAMINATION QUESTION. 

pinTik found himself in the position disclosed in the following statement on 
December 31:— 


Liabilities. 
Sundry Creditors 
Preferential Creditors . 
Bank Overdraft . 

Abel Chatenay (loan) ■, 


£ 

3.^30 

185 

250 

800 


Assets. 
Sundry Debtors . 
Bills Receivable . 
Stock 
Machinery 
Cash in hand 
Deficiency . 


>■4.865 


£ 

2.082 
120 
942 
1.000 

15 

706 

i'4.865 


The following arrangements were entered into with the 

The preferential creditors and the bankers were to be paid m luU. 1 he traae 

creditors were to accept 155. in the £ in full semement. ° 

join Blank as a partner, introducing £2,000 mto the busmess, and the loan of £800 
was to be transferred to his capital account. The Sundry Debtors were valued at 
/r,740. The Stock was written down to £700, and the Machinery to £800 Any 
profit or loss arising out of the above secernent was to be earned to Blank s 

Capital Account. ^ _ 

Prepare a statement showing the position of the new firm upon the completion 

of the above settlement. (London Chatnber Commerce.) 


SoliUion. 

JOURNAL 


I9--- 1 

Dec. 31 Sundiy Creditors . ... 

To KealisatioD Account 
Being $s. in Uie £ written off these debts. 

„ 31 Realisation Account .... 

To Sundry Assets :— 

Sundry Debtors .... 

Stock ...... 

I Machinery ..... 

Being loss on revaluation of these assets. 

,p 31 Realisation Account .... 
To Blank, Capital Account. 

Be^ profit on rearrangement of business. 


. Dr. 


Dr. 


. I 


Dr. 


Db. 


Cb. 


i 

« 

> 

:i 

1 

^ 1 

s. 

0 

$ 

w. 1 

1 

i. ' 

d . 

: 


907 : 

10 


1 


\ 


1 

1 


% 

1 

t 

1 $ 

907 

1 

1 

« 

I 

0 

i 

• 

1 

1 

t 1 

1 

1 

i 

i 


t 

i; 

784 i 

0 1 

I Oi: 

1 

i 

, i 


* 

\ 

•, 

1 

1 

1 


'1 


' 1 

, ^ 

i ' 


i 

( 

( 

1 

rl 

♦ 

1 

1 

1 


342 ! 

©i 

0 

• , 

1 

1 


1 

242 ' 

0, 

0 


t 

{. 

* 

1 

200 

' 01 

0 

ii 


i 

i i 


t i 

1 I 

1 , 

, ! 



, ( 

' \ 

li 

123 

« 

10 

i °!. 

' 1 

{ 


i ! 

f 


j 

!( 



123 

to 

1 

0 

1 



i 

it 


1 



Db. 


19... 

Dec. 31 To Balance 


BLANK. CAPITAL ACCOUNT. 


19... 

Dec. 31 To Balance 

down 


brought I 


£ 

706 o 0 


£706 I 0| o 


!' 582 10 0 


19... I 

Dec. 31 I By Realisation Account 
,, 31 ‘ „ Balance carried 

down 


Cb 


£ 

123 

582 
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Blank and Chatenav. 

9 

BALANCE SHEET. DECEMBER 31, 19. 
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lUustf<UiQn.--P. Helyet, C. Testout, and A. Pillar are in partnership, sharing 
nrofits respectively in the proportion one-half, one-quarter, one^uarter. Welyet 
has confuted ;£i5.ooo Capital: Testout. ^^7,500; and PUlax. ^6.000, 
at <:% is allowed on capital, but no interest is charged on drawings. Testout 
and Pillar are each credited with a partnership salary of ^£500 on Dumber 
ai of each year. On the death of a partner, goodwill is to 1 ^ v^ued at one 
year’s purchase of the average profit for the thr^ years immediately pj^eding 
the death. A policy of assurance for /12.000 is to be taken out on tte joint 
lives of the three partners. Testout di^ on December 31.19... drawngs 
for the year ended on the same date were £2,286. The results of ^c “T™ s 
trading for the three years ended on the date of death were £7.078 profit), 
U 278 (profit), but for the year of Testout's death a loss of £4^0. After the 
nec^sary adjustments. C. Testout’s Capital and Current Accounts would 

appear as follows:— 


C. TESTOUT. CAPITAL ACCOUNT. 


Dr. 


Dw.'si To Balance carried 

down . . 


11.556 


s.|i.| 19... 
Dec. 3* 


By Balance 
„ Share of Goodwill 
(i of £4,225 6 r. W.) 
Share of Assurance 
Policy (t of £12,000) 


£11,556 Isis 


19... 

Dec. 31 By Balance brought 

^wn 


Cr. 

£ 

7,500 
1,056 


11,556 6 


C. TESTOUT. CURRENT ACCOUNT. 


Dr. 


19... 

De^3X 


To Drawings 
.. Share of] 


19... 

Dec. 31 To Balance brought 

down . 


19... 

Dm. 31 
» 31 

„ 31 


£2,406 1 ojo 


i,53» 0 0 


By Interest on Capital 
„ Salary 

Balaiice carried 
down • • 


Ca. 


£ 

375 

500 

X, 53 < 


GOODWILL VALUATION. 



Partners sometimes prefer not to charge the whole of the premiums 
to Profit and Loss Account. A " Life PoUcy Account'' is then opened, 
and that portion of the annual premium which is represeifted by the 
increased smrrender value of the policy is credited to “ Life Policy 
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capital. The Balance Sheet of the old firm as at December 31, 19..., was as 
follows:— 


Dickson & Chatenay. 

BALANCE SHEET, DECEMBER 31. I 9 


Capital:— 

G. Dickson 
A. Chatenay 

Sundry Creditors 
Bank Ixian 
Reserve Account 


/lO.OOO 

8,000 


18,000 

7.862 

2,000 

1,000 


r.li. 


0 o 
o 0 
o o 
0 0 


£28,862 O 0 


Freehold Property 
Machinery and Plant. 
Sundry Eiebtors 
Stock 

Bank (Current Account) 


£ 

7^962 

6,841 

10,210 

3.528 

321 


5. d. 
o o 
0 o 
o o 
o o 
o o 


ii £28,862 I o o 


It was agreed after negotiation betw'een the parties that the following 
adjustments in the book values w^ere to be made 


£ 

(fl) Freehold Property to be valued at ... . 12,000 

(6) Machinery and Plant to be reduced to . . . 5.ooo 

(c) Bad Debts to the amount of ;^749 to be written off . 749 

(d) Stock to be valued at.• • S-Ooo 

(e) Reserve Account to be transferred to Revaluation Account. 


The Revaluation Account would appear as follows 


REVALUATION ACCOUNT. 


Dr. 


To Haciunery and Plant (Depre¬ 
ciation) .... 
,, Bad Debts (written off) . 

„ Stock (amount written off) 

.. Balance carried down 


To G. Dickson, Capital Account . 
„ A. Chatenay, Capital Account . 


1,841 

749 

528 

1,920 


£5,038 lolo 



By Freehold Property (Apprecia 
tion) . . . . 

„ Reserve Account (transfer) 



By Balance brought down . 


Cr. 


£ s. d. 

4,038 0 o 
1,000 0 o 


£5,038 i 0 I o 


1,920 0 I 0 


£1,920 ojo 


The Balance Sheet of the new firm, as at January i, 19..., would appear as 
shown on p. 178. 

EXAMINATION QUESTION. 


George McArthur and Arthur Hadley were equal partners. McArthur died 
on December 30, 19... Accounts were prepared at the close of the financial year 
(December 31), when it was found, after ascertaining and crediting the profit for 
the previous year in the ordinary way, that the partners' accounts stood as 
follows: McArthur, Capital Account, jf8,ooo; Current Account (Credit Balance), 
^£962. Hadley, Capital Account, ;£7,ooo; Current Account (Credit Balance), 
^852. 

It was agreed with McArthur's executors that the value of the Goodwill, 
which had not hitherto appeared in the books, should be fixed at ;£3,ooo, and that 
the assets and liabilities should be reviewed. Valuations were made with the 
following results: The book value of the Plant and Machinery was reduced by 
;£5 oo ; the Provision for Bad Debts was found to be excessive by £200 ; the Stock 
was undervalued by ;£35o; the Sundry Creditors were over*stated by £ 6 jo ; and 
the Patents (book value, ;£3oo) were held to be of no value. 










Dickson, Chatcnay & Wand. 
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Submit the partners’ accounts as they would appear 
Balance Sheet. {Royd Society Arts.) 

Solution, 

revaluation account. 


Db. 



19... 

Dec. 31 
„ 31 

M 31 


19... 
Dec. 31 


To Plant and Machinery 
(Depreciation) 

„ Patents (written off) 
„ Balance carried 
down 


To McArthur, Capital 
Account 

„ Hadley, Capital 
Account 


500 

300 


s. d. 
o 0 

O 0 


3,420 0 o 


{4,220 I O 1 o 


1,710 o o 
1,710 o o 
i {3,4201 o i o 


19... 

Dw. 31 By Goodwill 

31 Provision for Bad 
” Debts (excess) - 

„ 31 „ Stock (appreciation) 
„ 31 „ Sundry Creditors 

(overstatement). 


19... ; 

Dec. 31 By Balance brought 

down 


Ck. 


3,000 O 0 
200 O;0 

350 O[O 

i 

670 O10 


i _ \ 


‘1/4,220 t oi 0 


3,420 ; o! 0 


}{3.420 OlO 


McArthur & Hadley, 


REVALUATION BALANCE SHEET, DECEMBER 31, 19 

(Partner's Accounts Only.) 


Db. 


£ McArthur . . £8,000 

Share of revaluation profit 1,710 

A- Hadley . . 7,000 

Sharcof revaluation profit 1,710 


Current Accounts:— 
G. McArthur . 

A. Hadley 


£962 

852 


£ 

I 

s}d. 

9,710 

0 0 

8,710 

0 0 

% 

1 

1,814 

0 0 


would be equally correct 
to carry one half'Share of the 
goodwill, as a separate item, to 
the credit of each partner. 


Cb. 



Amfll g amatinn of Two Businesses.—^Not infrequently, two or more 
sole traders engaged in the same trade, or two or more sole professional 
practitioners, agree to amalgamate their assets and Uabilities to form a 
partnership. In such circumstances the Balance Sheet of each business 
or profession usually requires careful revision, and agreement must 
first be reached as to any adjustments in the value of the assets or the 
extent of the liabUities that may be necessary. In some cases the 
goodwill of the amalgamating concerns may be conspicuously unequal 
in value, and equitable recognition of the inequality must be effected 
in the books of the new partnership. The book-keeping principles 
involved are precisely the same as in the case of amalgamating limited 
companies (see pp. 464 et seq.). The Balance Sheet of each of the 
amalgamating parties must be re-drafted to accord with the adjust¬ 
ments agreed upon, and the re-drafted Balance Sheets combined will 
then form the initid Balance Sheet of the new partnership. 
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EXAMINATION QUESTION. 

Grey and Green amalgamated their businesses on January i, their Balance 
Sheets being as follows:— 


Liabilities. 

G. GREY. 

£ 

Assets. 


£ 

Creditors 

500 Plant 

. 250 Debtors 


* 

• 5.000 

Bank Overdraft . 

• ♦ 

» 

1,000 

Capital 

. 7.250 i Stock 


• 

2,000 

Liabilities. 

/8.000 

G. GREEN. 

i i 

Assets. 


:£8,ooo 

/ 

Creditors . 

400 Plant 

• • 

e 

. 500 

Capital 

1.935 Debtors 

e « 

• 

. 700 

Stock 

• « 


. 300 


Cash 

i 


« 

835 


£2.335 



£2.335 


(а) Prepare opening Balance Sheet for the partnership having regard to the 
following adjustments: Grey to bo credited with goodwill, ;£3,ooo; Green to be 
credited with goodwill. £500: the value of Grey*s plant to be reduced by 10% 
and his stock by 5%; the overdraft is paid off; a Provision Account of 5% on all 
debtors to be rais^. 

(б) Show their Capital Accounts at June 30. the net profit for the half-year 
having been j^4.ooo. Allow 5% interest on capital, and divide the profit as to 
two-thirds to Grey and one-third to Green. 

Solution, 


G- Grey's Books 
JOURNAL. 


19... 
Jan. z 



Capital Account . 

To Plant Account (l^predation) 
„ Stock (Depreciation) 

„ Sundry Debtors (Provision) 
decrease in tlie valuaticm of 


Goodwill Account. 

To Capital Account . 

Being agreed value of goodwill. 


Dr. 


Dr 


Ds 


Cr. 



G. Grey. 


BALANCE SHEET. JANUARY i. 19 


Capital Account 
Balance . 
GoodwiU 

Overdraft paid off 


£7.250 

3,000 

250 


10,500 

Less Loss on Revaluations 650 
Creditors . . . > • 


sM. 


Goodwill 

Plant 

Debtors 

Stock 


9,850 o 0 
500 O 0 

£10,350 0,0 


/ s, 
3,000 o o 
4,500 0 o 
950 o o 
1,900 0:0 


I 

t i 
i I 


|}jCiPs350 1® « 


I ; 


[t is assumed that Grey paid off the overdraft 
mnh balance. 
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G. Green’s Books. 
JOURNAL. 



xg... 
Jan. X 


Goodwill Aocotmt. 

To Capital Aocount . 
Being the agreed value of this 


Coital Accoont . . « > 

To Sundry Debtors 
Bong reserve of 5% on 


Dr. 


Dr. 


Da. 


£ 

500 


Cb. 



G. Green. 


BALANCE SHEET. JANUARY. i 19 


Capital Accoont: -- 
Balance • 
Goodwill 


£i. 93S 

500 


2>435 

^^ pmvisioiifor Bad Debts 35 
Cieditos. 


2.400 

400 



Goodwill 

Plant 

Dd)tois 

Stock 

Cash 



Gicy& Green. 


Capital:— 
G.&ey . 
G.Giem 


Creditors . 


BALANCE SHEET, JANUARY i, 19 

(Upon Amalgamation.) 



Grey & Green. 


Ca 


BALANCE SHEET. JUNE 30. 19... 
(Capital and Current Accounts Only.) 


ipital Aoooonts> 

G.Giey . £9.850 o o 

G.fkeen . 2*400 o o 


Cmxent Acoonnts:— 

G. Gre^— 

Interest 00 CaiHtal 
(6 months) 346 S 
|l¥a6t 2*462 xo 



2*708 15 
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Annuities and Partnership Accounts.—Some partnership deeds 
provide that on the death of a partner an annuity of agreed amount 
shaU be paid for a fixed term to the deceased partner’s representatives 
in lieu of a share of the goodwill arrived at in the manner described 
above. The usual practice in circumstances of this sort is to charge 
the annuity against the current Profit and Loss Account as an annual 
expense. But there is no objection, as an alternative method, to 
debiting the annual pa\-ments to goodwill, provided that that account 
is kept within reasonable bounds. 

Dissolution.—Dissolution of partnership may result from several 
causes, \iz. the death, bankruptcy, or lunacy of a partner; the expira¬ 
tion of the partnership term; the termination of the undertaking for 
which the partnership was formed; inability of the partners to work 
together in harmony, etc. It has already been stated that upon dis¬ 
solution the partnership assets are applied as follows: first, in payment 
of debts due to outside creditors; secondly, in repajnnent of loans 
from partners; thirdly, in repacnnent of partners’ capital; and 
lastly, in the distribution of the surplus, if any, amongst the partners 
in the proportions in which they share profits. If the assets realise 
less than the amount necessarx' to discharge the first three sets of 
liabilities, it is clear that there is a deficiency, which must be appor¬ 
tioned so that the rights of the partners as between themselves may be 
adjusted equitably. 

Students sometimes make the mistake of assuming that partners 
are entitled to share the assets of the firm in the same proportions in 
which they share profits, and proceed to solve a dissolution problem 
on that basis. That, of course, is a serious error. On dissolution, the 
share of each partner in the assets is fixed by the amount standing to 
his credit on Capital and Current Account, any profit or loss on dissolu¬ 
tion having first been apportioned in the proportion in which the 
partners share trading profits. 


Illustration. 


BALANXE SHEET. 


(Ok Completion of Winding Up.) 


£ 5 . i. 

£ 5. 

' apiUl:— 

Cash at Bank (after paying all 

K. B. . . . £ 5,000 

babiijties) .... 11,146 0 0 

C. D. . . . 4,000 


- 9.000 0 0 


Current .\cc0ujat5 


B, . . . 1,9:6 


C. D. . . . ::o 


- ^.146 0 0 


£'11,146 0 0 

£11,146 0 0 


A. B. and C. D. are equal partners, but they are not entitled to share the 
assets of the hrm, i.;. Cash £'11,146, equally. A. B. is entitled to be paid his 
capital. £5.000, plus his Current Account, £1,926, *.<?. £6,926; and C. D. is 
entitled to £4,220. 

Section 44 (a) of the Partnership Act, 1S90. provides that in ^ttling 
accounts between partners after a dissolution of partnership, the 
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following rules shall, subject to any agreement be _ To ^ ^, 

mdividuallv in the proportion in which thev were entitled to -h 
profit=:.” Bv this clause, therefore, any losses there ma> be mmt tim 
^^har^ed against the partners’ undrawn profits [i.e Cument Accounts . 
next^sainst their Capital Accounts, and finally, should an\ dencie . 
then remain, it must be made good by contribution mcas. 

The book-keeping entnes recording a dissolution follow clo el 
those necessaiw in company liquidation. A Realisation^ Accoimt s 
opened in which must be coUected the profits or losses arwng from the 
disposal of the assets, or the settlement of the liabilities. The expenses 
arising from the dissolution are debited to the same account, which 
then shows the net profit resulting from the winding up of the business 
The resulting profit, or loss, is transferred to the partner^ 

\ccount5, in the same proportion in which trading protits and lo^^e^ 
are shared. The balance of cash available wiU^then exactly suffice to 
discharge the credit balances of the partners Capital and Current 
Accounts. Should the Capital Account of any partner show a debit 
balance, he must pav in the amount necessary'_ to make good the 
deficiency, since, in effect, he has overdrawm his Capital Account. 
It is important to remember that, in the absence of special agreement, 
no partner can claim interest on capital or partnership salaix' beyond 
the date of dissolution, however long the wdnding-up procedure may 
take. In the author’s experience, some examination candidates treat 
the balance of cash available upon dissolution as a profit, and proceed 
to divide it as such. It is the profit or the loss on realisation which must 
be apportioned, and not the amount finally showm as available. If 
the dissolution accounts are correct, the amount showm as due on the 
partners' Capital Accounts wall be exactly discharged by the balance 
of cash available as shown by the cash book. 

The following illustrations deal with some of the more common 
circumstances met with in partnership dissolutions. 

Cessation of Business and Sale of Assets. 

Illustratio}:—George and Hugh Dickson, trading as Dickson Brothers, arc 
equal partners. Thev agree to sell their business to Chatenays, Ltd., as on 
December 31, 19... The purchase price is agreed at ^65,000, payable in cash. 
The liabilities are to be paid by the purchasers, and the assets are to be taken 
over bv the company at their book values. This illustration presents a dissolu¬ 
tion problem in its simplest form. After nnal adjustments, the Balance Sheet 
of the firm was as follows ;— 

Dickson Brothers. 

BALA^XE SHEET, DECEMBER 31, 19... 


Capital:— 

G. Dickson 

H. Dickson 


i 30,000 
0 «.000 


Loan and Interest. G. Dickson 
sundrv Creditors 


5f.cco 0 c 
5.:5c 0 c 
io,zS 6 0 c 


Freehold Warehouse 
Machir.en.- and Plant 

4 

Motor Lomes . 

S ^ oc k 

Sundry* Debtors 
Cash at Bank 


14.45: 

:.rro 

9.440 

11,212 

i,9bi 


0 •' 

c 0 

0 ? 

"1 ,■ 

V • 

0 0 

0 o 
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19-.. 
Dec, 31 


f » 






31 


31 


31 


JOURNAL. 


Realisation Account 
To Sundry Assets:— 
Freehold Property . 
Machinery and Plant 
Motor Lorries. 

Stock 

Sundry Debtors 
Cash at Bank 
Beinf assets sold to Cha 


Dr. 


Sundries:— 

Sundry Creditors . 
Loan (G. Dickson) . 
To Real^tkm Account 

of Dickson 


Dr 


Chatenays, Ltd.. 

To Realisation Account 
Being agreed purchase price of the business. 


Dr. 


Dr. 


1 


Realisation Account. 

To G. Dickson (Capital Account) 

M H. Dtcksm (Caiutal Account). 

Being diviskn of the {uo&t cm the of the business. 


Dr. 


Cr. 


21 

1 

70,536 

r. 

0 

d. 

0 

£ 

s. 

r 

d. 

\ 

2 




28,562 

0 

0 

4 




14.485 

0 

0 

6 

A 




2,876 

0 

0 

8 




9.440 

0 

0 

10 




13.212 

0 

0 

12 




1,961 

0 

0 

13 

10,286 

0 

0 




15 

5.250 

0 

0 



\ 

\ 

22 




J5.536 

0 

B 

24 

65,000 

0 

0 




22 




65,000 

! 

0 

0 

21 

10,000 

0 

0 

1 



18 




5,000 

0 

la 


\ 

1 

i 

1 

1 

1 

1 


5.000 

0 

0 


LEDGER. 


I Freehold Property. 2 

Dr. Cr. 


19.*. 

• 

t 

£ 

S. 

d. 

19... 


J- 

£ 

r. 

d. 

Dec. 31 

To Balance . 

V 

28.562 

0 

0 

DeL 31 

4 

By Realisatxm Ac* 







T 

\ 

\ 



count 

24 

28,562 

0 

0 


3 Machikery and Plant. 4 

Dr. Cr. 


19... 



1 

£ 

s. 

fl 

19... 


\ 

J. 

£ 

s. 

d. 

Dec. 31 

To Balance . 


14.485 

0 


Dec. 31 

By Realisatioci Ac* 









1 

count 

24 

14.485 

0 



5 


Dr. 


19... 

Dec, 31 


Motor Lorries. 




£ 

s. 


19... 


n 

£ 

s. 

To Balance . 

V 

2,876 

0 

1 0 

DeL 31 

1 

By Realisation Ac* 


2,876 

1 


1 

1 

1 

1 

» 

t 

1 

count 

f 

14 

0 


d. 

o 


Dr. 


19... 
Dec. 31 


% 




£ 

R 

R 

19... 


D 

£ 

t 

s. 

To Balance 

V 

9.440 

i 

1 

y 

y 

Dec, 31 

By Realisatian Ac¬ 




1 ' 

J 

1 

1 

1 


count 

D 

9.440 

i 


d. 

o 
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LEDGER — cofUinued. 


Sundry Debtors 


Ds. 


19... 
Dec. 31 


10 

Cr. 



j 

« 

£ 

s. 

d. 

19... 

t 

n 

£ 

1 

s. 

'J. 

To Balance . 

V 

13,7212 

0 

0 

Dec. 31 

By Realisation Ac- 







count 

B 

13.212 

0 

0 


II 

Dr. 


CASH BOOK. 


12 

Cr. 


1 



£ 

s. 

d. 

19... 


J. 

£ 

s. 

d. 

Dec. 31 

To Balance 

V 

1.961 

0 

0 

Dec. 31 

By Realisation Ac- 





If 3X 

„ Cash. Chate- 



1 



count . 

14 

1,961 

0 

0 


nays. Ltd., Par- 





» 31 

„ Ca^. G. Dick¬ 






chase Pri^ of 






son 

18 

35»ooo 

0 

0 


Easiness. 

24 

65,000 

0 

0 

.. 31 

Cash. H. Dick- 

^ A 


A 

fk 








soil * 

20 

30,000 

w 

V 

1 

1 


66,961 

0 

0 




66,961 

0 

0 


13 Sundry Creditors. 14 

Dr. Cr. 


19... 


R 

£ 

s. 

d. 

19... 

1 

» 

1 

£ 

s. 

if. 

Dec. 31 

To Realisation Ac¬ 





31 

By Balance . 

V 

10,286 

0 

0 

count 

14 

10,286 

0 

0 


\ 

1 




15 G. Dickson. Loan Account. 16 

Dr. Cr. 


i 


■■ 






1 

1 



19... 


■1 

£ 

5 . 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Realisation Ac¬ 





Dec. 31 

By Balance . 

V 

5»250 

0 

0 


count 

14 

5.250 

0 

0 












1 



R 1 




17 

Dr. 


G. Dickson. Capital Account. 


18 


Cr. 



*9 

Dr. 


H. Dickson. Capital Account. 


20 

Cr. 


X9... 


To Cash 


CJB. 

12 


30, 




£30.000 


s. 

o 


d. 

o 


19... 
Dec. 31 

» 31 


By Balance . 

„ Share of Profit 
00 Sale of Bosi- 


V 

I 
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loss upon realisation as the case may be. (8) If any partner s Capit^ 
Account is in debit, assume that the deficiency is made good, and debit 
r3<;h and credit the relative Capital Account. (9) After the procedure 
indicated above, the cash balance available should exactly equal the 
aggregate balances shown by the Capital Accounts of the partners. 

In practice, Debtors and Creditors are not taken over in order to 

save Transfer Duties, etc. 

Illustration.^. McArthur and C. Testout agree to dissolve partnership 
and retire from business as on December 31, 19... Profits and losses shared 
as to two-thirds and one-third respectively. The Balance Sheet of the firm, as 
on the date of retirement, was as follows:— 


McArthur & Testout. 


BALANCE SHEET, DECEMBER 31, 19.. 


Capital:— 
HcArthtir 
Testout . 

Loan Acootmt 
Sundry Creditors 


;C 30 ,ooo 

10,000 


40,000 

3,000 

3.652 


5. d. 


o o 
0 o 

O 0 


Freehold Factory 
Machinery and Plant 
Sundry Debtors 
Stock 
Patents . 

Cash at Bank 




I 

18,485 

9.875 

7,546 

9,46a 

500 

784 


The results of the realisation were as follows: Freehold Factory, ;^26,450; 
Machinery and Plant, £^,92 ^; Sundry Debtors, ; Stock, ;^9,886; Pa¬ 

tents, niL The dissolution expenses amounted to £200. McArthur took over 
a motor-car (included in Machinery and Plant at ^250) at an agreed price of 
;^220, The accounts necessary to record the dissolution are as follows:— 


36 


JOURNAL. 


Dr. 


Cr. 


19,.. 
Dec. 31 


Realisation Account . 
To Sundry Assets :— 
Freehold Factory 
Machinery and Ha 
Sundry Etebtois . 
Stock 
Patoits 

Being transfer of these 


To Realisation Account . 
Being proceeds of sale of tlu 


Realisation Account . 


Dr 


Dr. 


To Cash 
Being expe 


G. McArthur, Capital Account 
To Realisation Account . 

Being agreed value of motor taken ove 


Realisation Account .... 
To G. McArthur (Capital Account) 

„ C. Testout (Capital Account) 
Being profit on realisation now transfer 


Dr. 


Dr. 


rw i' ^ 

Dr. 21 |i 45,868 o 0 


10 |< 
12 


18 I 


C.B. 

19 

22 


‘ 21 1 
' C.B. i 


52.655 


200 i 0 


220 


6,807 


18,485 

9.875 

7.546 

9,462 

500 


52,655 


200 


220 


4,538 

2,269 


S. d. 


o o 
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LEDGER. 

G. McArthur. Capital Account. 


Dr. 


19... 

Dec. $i To Motor 
„ 31 „ Balance 

down 


carried 


19... 

Dec. 31 To Cash 



19... 
Dec. 31 

By Balance . 

V 

M 31 

„ Realisati<xi Ac¬ 

J. 

count . 

36 

19... 



Dec. 31 

By Balance brought 

V 


down « 


Cr. 



C. Testout. Capital Account. 


Dr. 


Cr. 


19... 

Dec. 31 To Balance carried 

down . 


19... 
Dec. 31 

M 3t 


By Balance . 

,, Realisation Ac- 
coont . 


31 To Cash 


£12,269 'o 

C.6. I I9>** 

. 20 12,269 0 o|Dec.3X By Balance brooi^t 


£ 

10,000 

2,269 


£12,269 


down . .VI 12,269 


Dr. 


D^ 31 To Cash 


Loan Account. 


20 


£ $. d , 19... 

3,000 0 o Dec. 31 By Balance 


Cr. 



Sundry Creditors 


Dr. 


19... 

Dec. 31 To Cash 


C.B. 

£ 

1 

s. 

1 

d. 

19... 

20 

3,652 

0 

0 

Dec. 13 


Cr. 
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'LETiG'ER—continued. 

Sundry Debtors. 


1S9 


14 


Cr. 


.31 To Balance 


r 5. d. 19... 

7,546 0 0 Dec. 31 By Realisation Ac 

count . 


%. d. 


7 , 54 ^ ^ 


Stock. 


16 


Cr. 


?• • ' 

\ 31 To Balance 


9 

. 


% 

C %} d. 19... J« 

9,462 o o Dec. 31 By Realisation Ac¬ 
count . . 36 


5. d. 


9,462 0 0 



31 I To Balance . 


/ -^.d. 19... ' J- 

500 0 0 Dec. 31 By Realisation Ac¬ 
count . . 36 


s. d. 


500 0 0 


3r. 


Realisation Account. 


20 


Cr. 


?... J- 

31 j To Sundry Assets . , 36 

31 I „ Cash (Dissolu- 

! tion Expenses) . 36 

31 I ,, Balance carried ' 

down . . : V 


/ 

45.868 


4. d. 

o 0 


200 0 0 


6,807 0 0 
£52.875 0 0 


19... J. : 

Dec. 31 By Cash (Proceeds 

Sale of .Assets) . 36 
n 31 I II G. McArthur 1 !; 

1 (Motor) . ! 36 '' 


/ s. d. 
52.655 0 0 


220 o o 


: £52.875 0 o 


9.-- I I 

31 To G. McArthur . . 36 • 4,538 ,0 0 

31 ,, C. Testout . ! 36 2,269 ; o 0 

‘ £6,807 lo;o 


19... 

Dec. 31 I By Balance brought 

down . 


6,807 I 0 o 
£6,807 o o 


I \ 


)r. 


CASH BOOK. 


22 


Cr. 


9... 

31 To Balance . . 

31 ■ „ Cash, Proceeds J. r 


I t 

£ I 5. 19... j 

784 0 0 Dec. 31 ; By Dissolution Ex- 


Sale of .Assets . ' 36 ' 52,655 ;o 0 


penses 

,, 31 ,, Sundry Creditors 

„ 31 ,, Loan 

„ 31 ,, Cash— 

: G. McArthur . 

! C. Testout 


£ i s. 

200 o 0 
3,652 ; o o 
3,000 o o 

34.318 0 0 
12,269 o o 


£53.439 ' O 0 


£53.439 0 0 
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REALISATION ACCOUNT 
(Altbrnativb Method.) 


Dr. 


Cr. 


U'u. 


To Traasfer from Sundry Asset Ac- 

counts (loss <sk lealisatktt)| 

Hackbeiy and Plant £701 
Motor Car . so K 

SuxKlry Debtors . 151 li 

Patents . soo 


,, Cash. Expenses of dissolutioa 
.. Balance carried down 


To G. McArthur, Share of Profit 
,, C. Testoot, Share of Profit 


: I 


■\ 1,382 0 0 
II 200 ojo 
I 6.807 0 ;0 


By T ransf er from Sundry Asset Ac- 'i 
counts (profit on s^e):— 
Fred^ Factory £7,9^5 (I 
Stock 424 


r.U. 


f8.3S9 t o! o 

4,53$ o o By Balance btOQgbt down 

2,269 o o 


£6,807 ojo 


ij 8,389 ojo 


£8,389 lolo 


'] 6,807 0 0 


£6.807 OI o 


CASH BOOK. 


Dr. 


Cr. 


*9-.- ^ 

Dec. 31 To 

»i 31 •> 



Freehold Factory 
Machinery and 
Plant 

Sundry Dd)tors . 


EXAMINATION QUESTION. 

X, Y, and Z, are partners and share profits as follows; X, ten twenty-fonrths 

Y. nine twenty-fonrths; Z, five twenty-fourths. ^ , cv . r 

X retired, as on December 31. 19at which date the Balance Sheet of tir 

firm was as stated below:— 


balance sheet. DECEMBER 3 L ^9 


Ua^tal— 

Y ' . • 

Z . • 

Current Accounts— 

X . . • 

Y . • 

Z . 

Creditors 


£10.000 

7.000 

5»ooo 


Goodwill . 
Machinery 
Sundry Assets 


£ 

10,000 

8,760 

10,354 


22,000 


£1.084 

327 

871 


2.282 

4.832 


£29,114 


Under the partn^p was to be valued at 

three times the av^e profite ^ ^ ind^dent valuer. The profits 
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Solution. 

JOURNAL. 


Cr. 


Goodwill Account. 

To Realisation Account . . • 

Being increase in the valuation of goodwill 
times the average profits = ^10,855. 

Machinerv Account. . • • ■ 

To Realisation Account . • 

Being increase in the valuation of this asset. 


Dr. 


. Dr, 


Realisation Account. 

To X. Capital Account. 

„ Y. Capital Account. 

i .. Z. Capital Account •, * , * 

; Being the partners’ shares of the profit on the revalua- 

I tions. 


/ 

S55 


5. 


1,115 


1.970 I 


d. ! 


855 


0 ' 


s. d. 


O ' 0 


1,115 o, « 


820 ' 16 : 8 

738 i 15 I 0 

410 18(4 


X, Y & Z. 


BALANCE SHEET, DECEMBER 31. ^9 


Capital:— 

Y . 

Z . 

Current Accounts 

Y . 

Z • • • 


£7,738 15 

5,410 8 


327 o 
871 0 


X. Balance of Capital 
Account . 10,820 16 

X. Balance of Current 
Account . 1,084 o 

Creditors .... 


8 ; 


Is.d. 


I 3 .U 9 i 314 


1 1,198 o 0 


- |l 11,904 16 8 

. } 4,832 o 0 


Goodwill . 
Machinery 
Sundry Assets 


I ( 

,£31,084 o 0 


£ ls.\d. 
10,855 jo 0 
9,875 :o o 

10,354 ! 0 o 


I£31.084 o|o 


Dissolution and Division of Assets.—In some cases, on the retire¬ 
ment of a partner, the remaining partners decide to separate and 
dissolve the old firm, one or more of them agreeing to take over the 
assets upon agreed terms. 

Illustration. —Deeds, Tape, and Parchment are in partnership as solicitors. 
Profits are shared in the proportions respectively of one-half, one-fourth, and 
one-fourth. Deeds retired on December 31, 19..., and Tape and Parchment 
decided to practise separately—Tape taking over the general, and Parchment 
the parliamentary practice. The Balance Sheet on the date of dissolution was 
as follows:— 

BALANCE SHEET, DECEMBER 31, 19.-. 


5.' d. 


Capital:— 
Deeds 
Tape 

Parchment 
Creditors . 


£10,000 

8,000 

6,800 


• » 


24,800 i o 0 

5,378 :O 10 


Lease of Offices . 
Furniture and Fittings 
Sundrv Debtors:— 
General 
Parliamentary 

Cash at Bank 


• 1 

t . 


£9.950 

8,420 'I 


ii£30,178 loto 


/ [sM. 
1,250 0 0 
875 0 0 


18,370 0 0 
9,683 0 0 

£30,178 jofo 
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The agreed tenns of dissolution were that Deeds was to be credited with 
£6,000 as representing the value of his share of the goodwill, and that this sum 
was to be provided in equal shares by Tape and Parchment. Tape was to take 
over the lease of the of&ces at £i,ooo, the Furniture and Fittings at £750, and 
the general debtors at £9,500. Parchment was to take over the parliamentary 
debtors at £8,000. Discounts amounting to £23 were secured on payment of 
the creditors. The dissolution expenses were £250. 


Da. 


19... 
Dec. 3X 

» 31 

M 31 


To Balance 
„ Cash, Tape . 

„ Cash, Parchment 


CASH BOOK. 





19... 
Dec. 31 

» 31 


By Ciedxtois 


Intson 

Ca^ Deeds, 
ance of Capital 
Acconnt . 


Cr. 


£20,869 


REALISATION ACCOUNT 


Da. 


*9— ^ 

Dec. 31 To Loss on Reahsa 

tkm:— 

Laase of Offices 
Fornitare and Fit 


M <3 


General Debtois 
Pazliamentaiy 

Debtoss 

Expenses of Dis 
sotatioo 


Dec. 31 To Balance broa^t 

down 



.1—1 r 9 **» 

I Dec. 31 


250 o o 

125 o o 
430 o o 

420 0 O 

250 O O 
£i. 49S 10 _o 


By Discount on Sundry 
Creditors . 

„ carried 

down 


19... 
Dec. 31 


1,472 o o 


By Deeds, t Share of 

„ Tape, t Share of 
Loss 

Paxchmeot, t 

Sbareof Loss 


£x .472 P ® 




S.ld. 


23 o o 
1,472 0 0 


£1,495 0<0 


736 o o 
368 o o 
368 o 0 
£1,472 o 0 



deeds, capital ACCOUNT. 


Dec. 3X To Share of Loss on 

Realisatioa 


down 


*9— - 

Dec. 31 To Cash 



Dec. 3* ByBal^ 

„ 3 * .. 


£16,000 


1 o I o I d 2:'3I By BJanc* brought 


£15.284 O 


£ 

10,000 

6,000 


15,264 p p 


5.2 
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p* • • 


19 

Dec. 31 




31 


„ 31 
31 


n 


31 


• •« 


19 

Dec. 31 


Dr. 


31 
» 31 


19- 


TAPE. CAPITAL ACCOUNT. 


r 


To Share of Loss on 
Realisation 
Half Share of 
Deed’s Goodwill . 
Lease of Offices 
Furniture and Fit¬ 
tings 

,, General Debtors . 




368 


} ! 

* 0 0 
I 


f J 

9 9 
ft 


3,000 jOjO 
1,000 ! O ! O 

f I 


750 ; 0.0 
9,500 fOlO 


: /i4,6i 8 i o • 0 


To Balance brought 
down 


6,618 jo 


/6,6i8 \ o 0 
^ * 


19... 

Dec. 31 By Balance 


1 1 


31 


ft 


Balance carried 
down 


19... 

Dec. 31 By Cash . 


PARCHMENT. CAPITAL ACCOUNT. 


li 


I9 -- I , » 

Dec. 31 ' To Share of Loss on 

Realisation 

,, Half Share of 

Deed’s Goodwill 

„ Parliamentary 

Debtors 


i f 

I . 

368 

I 

I 

J 3,000 ; o; o 


s. d. 

I 

0 i o 


8,000 Io 
!‘/h.368 ' O' 0 


Dec.'311 To Balance brought j 

• ♦ 


> a 

I 

i’ 

r a 

t» 


4.568 



. £4.568 |ojo 


19... i 

Dec. 31 ! By Balance 
,, Balance 
down 


31 


carried 


19... , 

Dec. 31 By Cash. 


Cr. 


/ 


5. d 


8,000 0 o 

I 

I I 

6,618 ' o 0 


- 

6.618 

' 1 

1 

1 

0 0 

0 

s 

/6,6iS 

■ 1 

0 0 

1 

Cr. 

£ 

s. d. 

1 

6,800 

0 0 

( 

1 4.568 

1 

* 

i 

' 1 

0 0 

i 

1 1 

f ' 

£11.368 

1 0'0 

4.568 

1 1 

i 0 0 

1 I 

) 1 

0 

i' £4.568 

|0,0 


Note.— The student will reaUse that lor this arrangement to be fair the Good- 
\\t 11 of the t^vo branches of the practice must be substantially equal in \alue. 


Distribution of Assets in Specie—\\^ere the partners cannot 
aCTee upon the value to be assigned to certain assets which cannot 
readily or conveniently be realised, the book value should, m the 
absence of agreement, be transferred to the debit of the partner s 
Capital Accounts in the proportion in which they share profits or losses. 

Illustration.—A and B have capitals of ;^900 and ;^6oo, and share profits 
as to one-fourth and three-fourths, respectively. The assets include 400 shares 
of doubtful value, which appear in the books at cost, i.e. £300, They ask your 
advice as to the proper treatment of this asset upon dissolution, as they are 

unable to agree. State your proposals. 

Answer .—Assuming each share to be of the same class, the asset account 

should be closed off by transferring £7^ to the debit of A's Capital Account, 
and £225 to the debit of B's Capital Account, the shares being transferred into 
the names of the individual partners, i.e. 100 to A and 300 to B, or being held 
for them in that proportion. By such means the holding of each partner becomes 
rateable to his interest in the shares, for it is then immaterial whether they are 
worth more or less than the book value, or whether a profit or loss ultimately 

results. 


Dissolution and Revaluation of Assets. 

Illustraiion.—H. Dickson, J. B. Clarke, and G. Macdonald were partners, 
sharing profits in the proportions one-half, one-third, and one-sixth respec¬ 
tively. The Balance Sheet of the firm at December 31, 19..., was as follows 
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Dickson, Clarke & Macdonald. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital: 

H. Dickson 
J. B. CUrke 
G. Macdonald . 


i 12,000 
7,000 

3.500 


Sundn* Creditors 
Bills Payable 

Loan (secured by mortgage 
Freehold Factor>-) 


s. d. 


22,500 o o 
1,440 o o 
c!oo o o 

6,000 0 0 

£30.740 0 0 


Freehold Factory 
Machinery and Plant 
Loose Tools 
Motor Vans 
Stock 

Sundr>' Debtors 
Cash al Bank 


£ sJd, 
10,000 : o 0 
5.741 \o 0 
744 o o 
3,462 0 0 
4,878 : o, 0 
3,641 0 o 
2,274 o 0 


£30,740 0 0 


Dickson retired as on January* i folloAving the above Balance Sheet. The 
business was taken over by Clarke and Macdonald on the following terms; 

[a] The assets were to be revalued as follows: Freehold Factor\% /i2,ooo; 
Machiner\^ and Plant was to be depreciated by 20%, and Loose Tools by 
33IO0; Motor Vans, £2.200; Stock, £;5.ooo. Provision for bad debts was 

agreed at /300. 

{b) The liabilities were taken over at the Balance Sheet values, and discount 
amounting to /102 was secured when pa\*ing the creditors. One quarters 
interest on the Mortgage at 5% iiad been omitted from the Balance Sheet. 

(c) Good^\'ill was to be valued at /8,ooo. _ -u t / • 

(d) Of the amount due to Dickson on retirement, £5.000 was to be left in 

the business as a loan at 5^0. balance was to be paid ouL over a term 

of ten vears in equal instalments beginning June 30 next after the retirement, 
(f) 'Clarke and Macdonald were to pay the expenses connected with the 

retirement, and these amounted to /loo. 

Prepare (i) the Journal entries, {2) the ReaJisation Account and o^er 
Ledger accounts recording the above particulars in the books of the old firm 
as on Ianuar\* i. i9--- assuming that the transactions had been completed on 
that date. Assume also that the Sundry’ Creditors were paid off m cash, and 
that the Mortgage on the Factory and the Bills Payable remam on the books 

as shown in the above Balance Sheet. 


16 


JOURNAL. 


19... 
Dec. 31 


Dr. 

4 .' d. 


Sundries 

To ReaLsation .\ccount 

Freehold Factory . 

Stock . _ • • 

Being appreciation of these assets 


Dr. 


Cr. 

/ ' s. ■' d. 


2,122 0 0 


Dr. 


31 i Realisation Account. 

To Sundries:— 

Plant and Machinery. 

Loose Tools 

Motor V'ans .••••••! 

Sundry* Debtors (Pro\'ision) ; v j i 

Being depreciation of these assets and provision for bad . 

debts. 


2,000 0 o 

122 0 0 


:,956 4 o 


1,146 

248 

1,262 

300 


4; 0 
0 o 
0 I 0 
0 0 


31 Goodwin 

To ReaUsation Account 
Being agreed value of this asset. 


Dr. ; 


8,000 0 0 


8,000 0 0 




Dr. 


Realisation Account. ^ ' 

To Mortage Interest . • • _ ' 

Being one quarter’s interest at 5% per on .6,000 

accrued due. _ 


75 ' 0 o 


75 0 0 


. 31 


Discount .\ccount 

To L B. Clarke. Capital Account . 

„ G. Macdonald, Capital Account . • 

Being profit (discount) on discharge of creditors. 


Dr. 


102 0 0 


6S 0 
34 0 ■ 






Realisation Account. 


RAKliNl^.KMiir Av.uwu'x’iAW/ 
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Jao.’x By Balance brought down 
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LEDGER— coniinued. 


19 


Dr. 


Dec. 31 To Balance . 


idoTOR Vans. 


19... 

jao. X To Balance brought 

down V 


£ 5. 

3,462 o 


19... 
Dec. 31 


By Reaiisaticm Ac¬ 
count 

Balance carried 
down 


£3,462 lo!o 


2,200 o 



20 

Ol 



21 


Dr. 


Dec. 31 To Balance 


SxjNDRY Debtors 


ail 


19... ’ 

Jan. I To Balance brought 

down . .V 


3»34X 0 0 


X9... 

Dec. 3 X 

By RealisatioQ Ac¬ 


count 

M 3Z 

1 

. ,, Balance carried 

down 


22 

Cr. 



23 


Dr. 


X9- 


Dec. 3X To Cash and Dis¬ 
count . 


Sundry Creditors. 



19... 

Dec. 31 By Balance 


24 

Cr. 



25 


Dr. 


Bills Payable. 


26 


Cr. 
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Dy Revaluation Account 






arke & Macdonald. 
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ZUl 


Dissolution. Writing Back Reserves and Kevaiuauon. 

Illustration.—y.. Y, and Z own in p^ership a fleet of steamers They 
share profits as foUows: X, one-haH; Y, one-third; Z, one-s>*th^ X ho^ 
£40,000 of the capital, Y, £18,000, and Z, £14.000. X ^^tiJed 

on December 31, 19... According to the partnership deed, g^dvMll to 

average of the profits of the three years preceding retirement or death ine 

profits for the first year, coming into average were £14.782 The 

tiiere was a loss of £4.287: and for the third year a profit of £20,189. I he 

average profits were tiierefore:— 


I 

First year, profit . . • • • • 

Third year, profit £20.1^9, less Loss on Stores (see 

below), ;£684 

34.2S7 

Less Second year, loss ..... 4*287 


3)30,000 


Average profit .... £10,000 


The Balance Sheet of the firm on December 31, 19..., the date of X's retire¬ 
ment, was as follows:— 


X, Y & Z. 


BALANCE SHEET, DECEMBER 31, 19 .. 


Capital:— 

X. 

Y. 

Z . 

Curreot Accounts 

X. 

Y. 


Marine Insurance Fund 
Provision for Bad Debts 
Loan from Bank 
Simdry Creditors 
Sospense Account 


£40,000 

18,000 

14,000 


5,872 

3,242 

1,874 


\ 


h 

• 4 

•i 


s. d. 


72,000 0 0 


10,988 0 0 
18,250 0 0 
1,000 j 0 o 
12,500 -00 

17,975 '0)0 
750 0:0 


£133,463 .0 0 


Steamships {Rost, Tulip, 
AsUr) . 

Leasehold \Miarf 
Stores, Coal, etc. 

Lighters and Launch 
Sundry Debtors 
Cash at Bank . 


and 





94,656 

9.684 

8.684 
2,178 

12,641 

5,620 


I 


s. d 


0 

o 

o 

o 

o 

o 


0 

0 

0 

o 

0 

o 


{J33.463 00 


It had been the firm’s practice to underwrite a portion of their marine risks 
by char^g an annual sum to Profit and Loss Account. It was agreed that 
the marine risks represented by the accumulated fund standing in the Balance 
Sheet had expired. It was al^ agreed that: (a) the Provision for bad debts 
^as £1^0 in excess of requirements; (6) the Suspense Account, created to com¬ 
plete a cla im now abandoned, should be written back. The following revalua¬ 
tions were also agreed; Steamships, ;^90.ooo; Leasehold Wharf, £12,742; 
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Stores, etc., ;£8.ooo; Lighters, etc., £2,000. Dissolution expenses were £200. 
The Realisation (or Re%*aluation) Account is as follows:— 


REALISATION ACCOUNT. 

Dr. Cr. 
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Dissolution by Death. Interest in Lieu of Profits.— Some deeds of 
partnership provide that upon the death of a partner the representa¬ 
tives of the deceased shall be paid interest at a fixed rate upon the 
deceased partner's capital from the date of the last Balance Sheet to 
the day of death. This interest is in lieu of any share in the profits 
which may have accrued, and is usually fixed at a higher rate than is 
allowed on capital in the ordinary course. Such an agreement 
obviates the necessity of preparing special accounts up to the date of 
death, but it may, of course, operate harshly as between the surviving 
partner and the representatives of the deceased partner if abnormal 
profits or losses have occurred since the date of the last Balance Sheet 

prior to the death. 

Illustration.—PL, B, and C are partners and share profits in the proportion 
one-half, one-fourth, and one-fourth respectively. On December 31, 19..., the 
date of the last Balance Sheet, the Capital Accounts stood as follows: A, £10,000 ; 
B, ;^8,5oo; C, l%,ooo. On March 31 following, the credit balances of the 
Current Accounts were: A, £952; B, £786; C, £810, It was provided by the 
partnership deed that, in the event of a partner's death, interest at the rate of 
8% per annum was to be allowed from the date of the last Balance Sheet to the 
date of death, in lieu of a share of profits for the same period. Goodwill was 
to be valued at one year's purchase of the average of the profits for the three 
years ended on the date of the last Balance Sheet prior to the death. The 
profits for these years were: £7,896, £3.274, and £6,842. the average therefore 
being £6,004. A died on March 31, 19... The amount payable to the repre¬ 
sentatives of A would appear in his Capital Account as follows;— 


A. CAPITAL ACCOUNT. 


Dr. 


19... 
Mar. 31 


To Balance 
down 


carried 


I I 

! s.’ d. 


i' 


14,154 0 \Q 
. I 


4 

li 


I :! 


£14,154 0 0 


19,.. 

Dec. 31 i By BaUnce 


Mar. 31 


1 r 


M 


31 


31 


ft 


\ 


Transfer from Cur¬ 
rent Account 
Interest on £10,000 


8 % 


for 3 


M 


at 

months * . 

Share of Goodwill 
(half) 


19... 

Mar. 31 , By Balance brought 

down 


Cb. 


i s. d, 
10,000 o o 

t 

952 0 0 


200 

3.002 


D4,*54 


0 0 

t 

O 0 

0 o 


14.154 (0 


* It might be contended that this Interest should be based not on £10,000 but on the agreed amended 

capital, U. £13,954* 


Loss on Dissolution. —By way of further illustration, a problem 
resulting in a loss upon dissolution may prove useful. The journal 
and ledger entries are identical in principle with those already dealt 
with in the preceding illustrations, and need not be repeated in 
extenso. 


Illustration. —B. Uprichard and L. Inchiquin are equal partners. Trading 
having proved unsuccessful for the past few years, they decide to wind up the 
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business as on December 31, 19... At that date their Balance 
follows:— 

BALANCE SHEET, DECEMBER 31, 19.- 


Capital:— 

B. Uprichard 
L. Inchiquin 

Sundry Creditors . 
Loan from Bank . 


£10,000 i, 
8,000 I 


1 I 
i rJ d. 


18,000 

4.490 

2,000 


1 £24.490 


Leasehold Warehouse 
>fachmery and Plant. 
Stock 

Sundry Debtors 

Provision for Bad 
Debts 

Cash in hand 


£6,420 

321 


£ 

8,241 

4,1x0 

5,821 


6,099 

219 


s. d. 
o 0 

OlO 

o 10 


0 0 
0 0 


£24.490 0 o 


The assets were realised with the foDowing results: Leasehold Warel^use, 
/7.850; Machinery and Plant. Stock, £ 5 , 99^1 Sundry Debtors, 

/«; 007 The goodwill, name, and trade marks of the firm were sold for £200. 
Threxpenses of dissolution were ^150. When settling ^th the creditor, rt 
was found that a debt of ^^50 had been omitted from the above Bala^ Sheet. 
Dealing with this problem upon the alternative method already illustrated, the 

more important accounts would appear as follows:— 


16 


JOURNAL. 


19... 

Dec. 31 Realisation Account 
I To Sundry Assets 
I Leasehold Warehouse 
Machinery and Plant 
Sundry Etebtois 
Being transfer of the losse 


Dr. 


these assets. 


Stock. 

To Realisation Account . - • • 

Being transfer of the profit on the sale of this asset. 


Dr. 1 


31 Provision for Bad Debts . 
” To Realisation Account 

Being transfer of balance 


Dr. 


Dr. 


1,604 


Is. <..1 
^ o o. 


I f 


I ii 

X75 o| Oil 


32X o I o 


Cr. 


£ ■ s.\d. 


39X 0 o 

790 o o 

423 o o 


175 O 0 


321 o 0 



Dr. 


19... 
Dec. 3x 
.. 3X 


To Balance 
„ Cash. Proceeds 
realisation of 
Sundr>’ .'\sscts: 
Leasehold 
Warehouse 
Machinery and 
Plant 
Stock 

Sundry Debtors. 
Cash. Proceeds 
Sale of Good' 
will, etc. . 


/ i! 


CASH BOOK. 


£ s.'</. 19- 

219 ojo Dec. 


1 ; i 

i: I 

10 !j 7.850 0:0 


3,32010,0 
5.996 olo 


V If 5.997|o;o 

1; 1 1 


200 O O 


Ct^ 


« Qa I A 


i ! £ 

31 ! By Sundry Creditors i 4,49® o o 

,T ^ Loan from Bank i V ; 2,000 o|0 

■31 ** Expenses of Dis* I ! I 

^ I ” sbhi^ • 3 j no 0^0 

■ii .. LUbility omitted )} I 

from Balance ' ! 

Sheet . - 3 ' 50 o 0 

“i ■•'tbJ’: s I 


150 I O 0 


50 ojo 


5 1! 9,446 o;o 


„ Cash- L. Inch! 

quin ♦ 


I ‘ 


7,446 OjO 


£23.582 O 0 
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Dr. 


LEDGER. 

Rbausation Account. 


Cr. 


To Loss 00 Realisa' 
tion of:— 

Leasehold Ware- 
boose . 16 

Hadiiaery and 
Plant “ 

Sundry Debtors — 
„ Expenses of C.B. 

Real^tioo x 

„ Liability omitted 
fitMD Balance 
Sheet • 2 


r > s'd 


391 o o 

790 o o 
423 0 o 

X50 0 o 


so o j o 
£1,804 I o ! o 


1 J. 

By Profit on Realisa¬ 
tion of Stock. 16 1 
,, Provision for Bad \ 
Debts *” 

„ Proceeds Sale of C.B. 

Goodwill I 

„ Balance carried 

down .V 


£ id. 

175 0 ® 

32X 0,0 

I 

200 0 o 

I 

1,108 ! o, o 


£1.804100 


To Balance brou^t { 
down . . i V 


z,xo8 

1 

0 

1 

£x,io8 

0 


By B. Uprkhard 
„ L. Inchiqnin 


554 ;0 o 
554 10^1 o 

£x,io8 OjT 


B. Uprichard. Capital Account. 


Dr. 


19... 

Dec. 3 x 


To Realisation Ac- 
count 

„ Badance carried 
down 



Dec. 31 By Balance 


.; V 


Cr. 


10,000 O i O 


i 1 

» 

I * ^ 


£to,ooo! olo 


X9... 

Dec. 31 To Cash . 


C.B. 

2 




19... 

Dec. 3t By Balance brought 

down 


9*44610 


Dr. 


L. iNCHiQUiN. Capital Account. 


19... 

Dec.31 Td Realisatioa Ac- 

connt 

„ 31 „ Balance carried 

down 


19... 

Dec.3X To Cash . 


CB. 



DeL 31 By Balance 


7*446 0 0 


19... 

DeL 31 By Balance brought 

down 


Cr. 


i 4 - 
8,000 o 



£8/)oo I o i o 




V li 7.446 



Db. 


19... 

Dec. 31 To Balance 


Leasehold Warehouse. 


10 


Cr. 



29... 
Dec. 31 
M 31 


By Cash 

„ Realisation Ac 
count 


C.B. 

z 

1 

i 

7.650 

39X 


£8,241 


Hie remaining 
given below. 


asset accounts duplicate the Leasehold Warehouse Account 
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EXA^^HNATION QUESTION. 


A, B, and C carried on business in 
Balance Sheet was as follows:— 


Liabilities. 


Sundry Creditors 

4,500 

A, Loan 

6,000 

Capital Accounts— 



12,000 

B . 

10,000 

C . 

7.500 


£40,000 


partnership, and on December 

31 their 

Assets. 

/ 

i Land and Buildings . 

4.000 

^ Plant and Machinery . 

8.000 

! Loose Plant and Tools 

a 

1,500 

j Stock in Trade . 
j Sundry Debtors 

10,000 

14,000 

Cash at Bank and in hand . 

( 

\ 

2,500 

1 

» 

^40,000 


Thev decide to dissolve their partnership as at December 31. A retires, 

B and C carr>' on the business, and agree to purchase A*s share in the capital 
of the firm in the proportions in which they share profits and losses. Profits and 
losses are shared: A, rivo-fifths; B. rivo-fifths; C, one-fifth. A agrees to allow 

his loan to remain in the business. , . j xu 

For the purposes of the dissolution, the Goodwill is valued at £5,000, ^e 

assets are to be taken as follows: Land and Buildings, ;^4.5oo; Pl^t and Madun- 

en as in the Balance Sheet, subject to io% depreciation; I/iose Pl^t and T(»ls 
as in the Balance Sheet; Stock-in-Trade at £9.000; Sundiy Debtors as m the 
Balance Sheet, subject to £1,158 pro^'ision for bad debts ^d an allowance of 5 

for discounts and costs of collection (calculate to nearest^. . 

The liability to Sundr>’ Creditors is taken over by B and C, subject to an 

allowance of £200 for discounts. v™.,, 

B and C continue to share profits and losses m the same proportions as hereto- 


^^'^^Draw up the Realisation Account, the Ledger Accounts, and the Balance 
Sheet of B and C as on January i next. (Chartered Accountants—Final.) 


Soluticm. 


24 


JOURNAL. 


Realisation .\ccounl . . • •• 

To Sundry .Assets :— . • ^ 

Plant ami Machinery (io«; DepreaaUw) 
Sundry Debtors (Provision for Bad Debts! 
Sundry Debtors (Discounts and Costs) 

Stock • • , • 

Being transfer of the losses on these assets. 


Land and Buildings 
To Realisation Ac 
Being transfer of thi 


Goodwill Account . . • • 

To A. 

. B. 

C . 

: Being share of the valuation of Goodwill. 


. Sundry Creditors 

To Realisation Account 
Being reserve for discounts, etc. 


Dr 


Dr. 


Cr. 


’ {' i ' 

• r ! s. 

1 

rf.:. 


1 1 

Dr. i 1 3.600 0 

0 

1 

1 

1 

1 


Dr. 


14 

20 

x8 


II 

2 


V 


9 

4 

6 

8 


Dr. :5 

. . 2 




5.000 


200 


800 i 0i o 
1,158 i ot 0 


ll 


642 ; 0} o 

1,000 0 -0 

' 1 t 

1 I 


500 ( Oj o 


0 I 0 


2,000 

2,000 

1,000 


0 

o 


o 

0 


O ! o 


|; 


200 
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LEDGER. 

Realisation Account. 


Dr. 


Cr. 


i 

^9 * ! ^ 
Dec, 31 To 


Loss OD 
tioD of:— 
Plant and Ma 
chinery . 
Sundry Debtors 
Stock 


I ti 

i J. li 

1 ! 


1 

C \ 


S. 


24 


• f 

ii 


800 > o i 


1,800 

1,000 


o 

o 


o 

o 


19,,. 
Dec. 31 


;£3,600 [oio 


To 


Balance brought 
down * 


Ir 


v' > 2.900 


.f 


I I 


}!£2,900 |o;0 

:! I t 


19 - 


tf 


31 

31 


By Profit c 

and BnOdings 
„ Reserve for Dis¬ 
counts, etc., on 
Snndi^ Cr^' 
tors 


A i 


^1 


5. d. 

I 

500 j O O 


9 P 


31 i •> 


down 


19... 


pp 

99 


31 

3* 

31 \ 


By A, i loss 
„ B. I loss 
.. C,iloss 


24 




9 

• I ^ 


f 


200 o o 

' \ 

2,900 jo o 


'I 


!£3,600 lo o 


3 

5 

7 


( 1 

i 1 

1 

1 


0 

i 0 

Ij 1,160 

0 

0 

.1 580 

0 

0 

1’ £2,900 

* 

0 

1 

1 

!» 


Dr. 


19... 
Dec. 31 


9> 


31 


To Loss on Realisa 

tlOO • • • 

„ Balance 

fecred:— 

B, tvo-tbiid 

C, one-third 


A. Capital Account, 


6 

8 


!l 

i! 


L 

1,160 


8,560 

4,280 


£m.ooo 


5. 

o 


i. 

o 


o 

o 


o 

o 


19... 
Dec. 31 


PP 


32 


By Balance 


Cr. 


„ Share of Goodwill 


J. 

24 


\ £ * s. d. 

I 12,000! o t o 

! : ! 

! 2,000 ' O O 

1 « 


1 


|J_ 


£14,0001 0>0 


f 


Dr. 


B. Capital Account. 


Cr. 


19... 



£ 

1 

d. 

19... 


1 

/■ 

,1 £ 

1 

s. 

d. 

Dec. 31 

To Los on Realisa- 



m 


Dec. 31 

By Balance . 

1 

V 

il 10,000 

6 

0 

tion. 

2 

1,160 


□ 

J. 

2pOOO 



>. 31 

„ Balance - carried 


H 

■ 

32 

; „ Share of Goodwill 

24 

10 

|0 

down 

V 

1 

19,400 


y 

» 31 

„ Transfer from A*s 






1 

1 

' Capital Account 

1 

3 

8,560 

y 

|o 

% 


[ 

1 

1 

1 

£20,560 

E 

lo 


1 

1 


'[£20560 

IS 

E 


! 

1 

1 

1 

i 




19... 

1 


i 

i 



* 


1 

1 




Dec. 31 

By Balance brought ; 


1 

1 



1 

f 

1 

! 

i 

f 

1 

k 



down 

V 

j I9MOO 

L 

0 

1 

0 


Dr. 


19... 

Dec.3X 




3X 


To Loss i 
tioD. 


99 


down 


C. Capital Account. 


2 

V 


£ 

580 

12,200 


[£12,780! 


2. 

o 

o 


d. 

o 

o 


ii 


19... 
Dec. 31 

» 3* 
»» 3X 


19... 

Dec. 311 


By Balance . 

,, Shaietd Goodwill 
„ Tra nsfe r fr om A*s 
Capital Account 


V 

J- 

24 


By Babnce bnra^t i 
down • [ V 


8 


Cr. 


£ 

7,500 


1,000 


4.280 


12,780 


s. 


o 

o 


d. 

o 

o 

o 


} 0 


12,200 
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19... 

Dec. 31 To Sundries 


II 


Dr. 


Land and Buildings. 


12 


Cr. 


19... 
Dec. 31 

», 31 


To Balance 
,, Realisation 
count 


.Ac* 


■ J. 

- 24 - 


4,000 


s. d. 19... ; 

o o Dec. 31 * By Balance carried j 


500 0 0 
{4,500 o 0 


down 


s. d. 


■ V 4,500 o o 


{4,500 00 


19... 

Dec. 31 To Balance brought 

down . . \ 


4,500 0 o 


13 


Dr. 


Pl.ant and ^Lachinery 




Cr, 


19..- 

Dec. 31 To Balance 


i 5. d. X9,«- 

8,000 o 0 Dec. 31 


M 31 


{8,000 00 


By Realisation Ac¬ 
count . 24 

„ Balance carried 
down . 


s. a 


3 oo 0 0 


7,200 0 0 
; {8,000 0 0 


19... 

Dec, 31 To Balance brought 

d^wn . % 


7,200 o o 



19... 

Dec. 31 To Balance brought 

down \ 


9,000 o o 






19 

Dr. 


19... 
Dec. 31 


19... 
Dec. 31 


PARTNERSHIP ACCOUNTS 

LEDGER— coniinued. 

Sundry Debtors. 


To Balance 


£ s. d. 
/ •' 14,000 o i o 


To Balance brought 
down . . 


19... ^ 

Dec. 31 By Realisation Ac- 2\ 
I count— I 

j Bad Debts Pro-, 

' vision . . i 

5 Discounts and, 
Costs {5% I 
£i4.ooo-£i,I58) \ 

M 31 »» Balance carried ■ 

‘ down ♦ ! 


209 


20 

Cr. 

s. d. 


1,15s; 00 


642 0 0 


I 

/l4,000 O i o 


v' I 12,200; o o 


12,200 


O 0 


, I 

TI4,000 0 0 


21 

Dr. 


A. Loan Account. 


19— f 

Dec. 31 : By Balance 


22 

Cr. 


I 

£ * s. d. 

6,000 0; o 


23 


Dr. 


CASH BOOK 


19... 


1 ■ i ' 

i £ \s, d. 

Dec. 31 

1 

To Balance 

. ; v , 2,500 ; 0 0 

1 it 


24 


Cr. 


l^ote .—It is assumed that B and C paid direct for their share in the business. 

Sundry Creditors. 26 


Dr. 


19... ' J. ' 

Oe^ 31 To Reserve for Dis- | 

counts, etc. ■ i 24 ' 
„ 31 „ Balance carried | ! 

down . . 1 \'' ' 


s. d\ 19. 


Dec, 31 By Balance 


' V 


Cr. 


j 

£ s. d. 
4,500 ;o;o 


• 


200 o o 
4,300 O 0 


£4.500 lo'o 


:. /4,5oo 0 0 

f, 


19.., 

31 ' By Balance brought 
i down 


/ i 


4,300 0.0 


> » 


B&C. 

BALANCE SHEET, JANUARY i, 19.., 
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the determination of profits during the continuance of the partnership 
as a going concern, is not necessarily compellable upon them for 
another purpose, e.g, the fixing of the valuation of the assets upon the 
death or retirement of a partner. Thus, in Cruikshank v. Suiherlund, 
[1923] 12S L.T. 449, the articles provided that accounts were to be 
made up to April 30 in each year, and each partner was to be bound 
thereby, save for manifest errors; they also provided that the amount 
of the share of a deceased partner was to be made up to April 30 next 
after his decease. The assets included certain shares and debentures 
which had increased in value as against the book or cost figure. It was 
held that, in the absence of any uniform usage to the contrar\' {Le. as 
to valuations on death or retirement of a partner), the assets of the firm 
should be taken at their fair value to the firm at the date of the account, 
and not at their book values. 

Loss on Realisation. One Partner's Capital Account in Debit.— 

Pre^'ious illustrations have been based upwn the assumption that the 
Capital Accounts of all partners were in credit. Should a debit balance be 
shown, the partner concerned must pay in a sufficient sum to discharge 
his liability, otherwise it wall not be possible to pay the remaining partners 
the sums standing to their credit when the realisation is completed. 

inustraHon.-- 0 . Emblem, C. Christme. and A. Ward are in partnership, 
and share pronts one-haif to Emblem, and one-quarter each to Christine and 
Ward. Thev dissolve partnership and realise the assets. At the date of the 
dissolution the Balance Sheet of the firm was as follows. 


Emblem, Christine & Ward. 


B.VLANCE SHEET. DECEMBER 31. I 9 - ■ 


/ 5 . d. 

C-apiUl 

G. Emblem . i’6,500 

C. Christine . 3 ,-00 i 

.\.Ward. . . 500 5 ! 

- io,;oo ; 0; 0 

Creditors. ]o 0 

i s. i. 

Sundrr Assets .... ° ® 

Stock’.2,470 .0 0 

Cash at Bank .... 1.260 0 0 

4 

£'11,050 0 o' 

1 £11.050 0 0 

The expenses of the reahsation amounted to *374, Sundry- Assets realised 
/4.S40, and Stock realised £2,520. 


LEDGER. 


T Reausatiok Accovxt. ^ 

^ Cr. 

Dr, -- — 

T- / 5 . d. 

19... 

Dec. 31 To Loss on Sale of 

Sundry .Assets . \ 2.460 0 0 

11 ,, E I pe ns e s of C.B. 

Realisation 4 374 0 0 

1 0 • • ^ 

Dec, u Bv Profit on Sale of 

‘ Stock . . \ 50 0 0 

.. 31 Balance carried 

” ^ down . . ^ -WH 0^ 

/r .?54 0 0 

12,854 0 0 

19... , 

Dec. 51 To Balance brought 

down % 0 0 

13 . .• 

Dec u BvG. Emblem, Share 

' of Loss . 5 ° ° 

a I ,, C. Chris tine, Share 
*’ ^ ’ of Loss .7 701 0 0 

31 A. Ward, Share 

” ^ ■' of Loss . . 9 roi ,0 0 

£2,S04 0 0 

£r,So4 0 0 
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2 II 


LEDGER— conlinued. 
CASH BOOK. 


Ds. 


19... 

Dec. 31 To Balance 
„ 31 „ Cash, Proceeds 

Sale of Sundry 


M 31 

,» 31 


Cr. 


„ Cash, Proceeds 
Sale of Stock 
„ A. Ward (Cash 
paid in) . 


s. 

d. 

0 

! 

0 

0 

0 

0 

0 

1 

0 

0 

1 

0 

1 

0 

1 

1 


19... 
Dec. 31 

» 31 
.. 31 

>f 31 


i 

j 

£ 

s. 

By Sundry Creditors 
„ Expenses of Real¬ 

V 

850 

0 

isation . 

I 

374 

0 

„ G. Emblem 

5 

5,098 

0 

„ C. Christine 

i 

\ 

1 

1 

4 

7 

1 

f 

2,499 

1 

0 

1 


G. Emblem. Capital Account. 


Dr. 


19... 
Dec. 31 


To RealisatkA Ac* 
count 

„ Balance carded 
down 


19... 

D^ 311 By Balance . 


1,402 

5,098 




19... 
Dec. 31 


To Cash 


C.B 

4 



i £8,821 o;o 


Cr. 


• V 


£ s. d. 
6,500 o o 


I £6.500 


19,.. I 

D^ 31 By Balance brought i 

down . . ; ;i 




5,098 O 


Dr. 


19... 
Dec. 31 


C. Christine. Capital Account. 


To Realtsatkitt 
count 

„ Balance c< 
down 


Ac- 


Dec. 31 To Cash . 


CB. 

4 


701 

2,499 


£3,200 


f 


2^99 




Cr. 


19... 

^ 31 By Balance 



19... 

D^ 31 By brought 

down V 


£3,200 


2,499 o o 


A. Ward. Capital Account, 


10 


Dr. 


Cr. 


19... 

Dec. 31 To Realisatioo Ac¬ 
count . 2 



19... 
De^sx 
I, 31 


X9... 

Dec. 31 To Balance brcm^t 

down . V 


19... 
Dec. 31 


20X 0 0 



CB. 

3 



The Sundry Creditors, Sundry Assets, and remaining Ledger accounts have 
been iUustrated in several of the preceding problems, and need not occupy space 
again. It is possible, of conise, that the results of the realisation may prow so 
unfortunate that the Capital Accounts of all the partners are in debit. This 
would mean that the available cash was iiisafl5cient to meet the HaiinQ of the 
outside peditors. When the amounts standing to the debit of the partners have 
been paid in, exactly enough cash will be available to meet the outside liabilities. 
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Loss on Realisation. One or More Partners Insolvent.—Prior to 
the case of Garner v. Murray, it had been the practice to include losses 
accruing from the default of a partner to make good his share of trading 
losses amongst those '* losses, including losses and deficiencies of 
capital ” referred to in S. 44 of the Partnership Act, 1S90. Guided by 
that section of the Act, the accountant added the deficiency arising 
from a partner’s default to the trading deficiency of the firm, and 
divided the total deficiency between the solvent partners in the pro¬ 
portion in which they shared the profits of the firm. It is submitted 
that from an accountant’s point of \'iew this treatment is the logically 
correct treatment. But the rule laid dotm by Mr. Justice Jo\ce in the 
case of Garner v. Murray, [1904; i Ch. 57 introduced a difierent prin¬ 
ciple, a principle that has given rise to acute controversy amon^t 
accountants, and indeed to the expression of divergent views as to the 
manner in which the principle is to be apphed. In the author s opmion, 
it would be unprofitable to traverse this argumentative field de novo 
but inasmuch tis the learned judge’s decision appears to hav e assmed 
considerable importance in examination work, it may be advisable to 

deal with the case itself in some detail. , . . 

Gamer, Murray, and Wilkins were in partnership m the y ear 1900 

under a parol agrkment. The capital of the firm vv^ contributed in 
unequal proportions, but profits and losses were to be shmed equally 
(one-thir&. The partnership was dissolved bv order of the Court as 
rom June 30, 1900. On completion of the dissolution the finmcid 
posTtion was approximately as foUovvs. Wilkins was msolvent and 

unable to contribute anything. 

Garner, Murray & Wilkins. 

STATEMENT OF AFFAIRS, JUNE 30, 1900 . _____ 


4 


«. <1. 


Capital;— 
Gamer 
Murrav 


3 U 


zM 


0 0 


0 0 


5 . i. 


Wiliins (Debit Balance of Capital 
Account) . . • ' 

Loss on Realisation . 

Cash. 


163 0 0 
635 □ 0 
1,916 0 0 


;'2,Si4 0 0 


T pfT to his own iudmnent, and euided by S. 44 of the Act of 1S90, 
the accountant would have treated Wilkins’s "^tdded 

the whole of the cash balance, £1,916. , deficiency must be 

The Court however, decided that ** .u. 

distinguished from the losses of the firm as . ^.fiat was 

due from the firm to him m respect of deficiency of 
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of the decision is that, after fulfilling all the firm’s outside obligatiom, 
losses sustained by some of the partners oufing to the default of another 
partner must not be treated as partnership losses to be borne in the 
ratio in which profits and losses are shared, but as a loss to be borne 
bv the indi\'idual solvent partners rateably according to the amount of 
capital standing to their credit in the books of the firm, after taking 
into account the contributions made b}’ them towards the deficienc\ 

of capital. j TT--n • 

The effect of the decision in the case of Gamer, Murray, and \\ ilkinb 

was to make the firm’s deficiency, £’635, divisible equally amongst the 

three partners, whereas Wilkins’s deficiency, £263, was to be borne 

by the two solvent partners in proportion to the credit balances of their 

capital accounts. 

Procedure follouing Garner v. Murray .—So long as the mling in 
Garner v. Murray stands, the procedure is as follows 

Prepare a Realisation Account in the ordinar\- way. Divide the 
deficiency between the partners in the proportions in which profits or 
losses were shared. Open a Capital Account for each partner, crediting 
him with his capital and debiting him with his share of the firm s 
deficiency as shown by the Realisation Account. Rule off the insolvent 
partner’s Capital Account, and bring down the (debit) balance, which 
represents the deficiency of the insolvent partner. Such deficiency 
constitutes for the solvent partners a further loss which must then be 
apportioned between them in proportion to their respective Capital 
Accounts. The Capital Account balances to be used as the basis for 
di\'iding up the insolvent partner’s deficiency among the solvent part¬ 
ners are: (a) the original capitals of the solvent partners—if these have 
remained unaltered at a fi.xed sum dotvn to the dissolution; or (6) if 
the original capitals have been varied from time to time by agree¬ 
ment or periodical accounting between the partners, then the capitals 
as they stood after the last such variation before the dissolution. 

It is submitted that the balances on Current Accounts are ignored in 
fi.xing the ratio in which the loss has to be borne b}’ the remaining 
partners. 

IllHSiration. —A, B, and C are equal partners. Dissolution takes place. 
C is bankrupt. A Realisation Account is prepared, and the deficiency is debited 
in equal shares to the three partners, whose capital accounts, original and final, 
stood as follows:— 


Capital Account Balance after 

Original Capital. debiting share of loss on Dissolution 

RealUation. 


A Credit Balance . . 4,000 Credit Balance . . 3,000 

B Credit Balance . . 2,000 Credit Balance . . 1,000 

C Credit Balance . . 600 Debit Balance . . 400 


The deficiency shown by C’s account (£400) must be divided as to £266 135. ^d. 
(two-thirds) to A, and as to £133 65. M'. (one-third) to B. The balance of cash 
in hand will then exactly suffice to pay out to the two solvent partners, and, 
when posted, will close the books. 
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lUtisiraiion. —Verdier, M* Neil, and \V. A. Richardson were in partnership, 
and shared profits as to one-half to Verdier, one-third to Neil, and one-sixth to 
Richardson. They decided to dissolve partnership as on December 31, 19... 
During the realisation of the assets Richardson was adjudicated a bankrupt. 
His estate proved insufficient to meet the preferential debts, no contribution 
from him towards his share of the firm's deficiency was therefore possible. 

The Balance Sheet of the firm as on December 31, 19..., was as under. 
The capital accounts of the partners were originally; V. Verdier, £io.ooo,’ 
M. Neil, ;£8,ooo. and W. A. Richardson, £1,000; but by subsequent yearly 
adjustments made by agreement between the partners at the annual accounting 
periods, the capital account balances had been reduced to those shown in the 
Balance Sheet subjoined:— 

BALANCE SHEET. DECEMBER. 31 19 .. 

Dr. Cr. 


1 

1 




1 

1 

1 


1 

1 

, £ 

1 S. 

d. 


£ 

s. 

i. 

Capital— : 

1 

1 

1 

1 

1 

1 

Leasehold Factory 

i 3,000 

0 

i 0 

V. Verdict .... 

: 6,000 

0 

0 

Plant and Machinery . . | 

2,800 

0 

0 

M. Neil. 

' 3.000 

0 

io 

L 

Patents . ! 

t,000 

0 

0 

Sundry Creditors . i 

5.214 

0 

0 

Fixtures and Fittings 

320 

0 

0 



i 

1 

Stock. 

2,680 

0 

0 


1 



Sundry Debtors 

1 3.214 

0 

0 




1 

Cash ..... 

t.ooo 

0 

0 

- 

4 



W. A Richardson, Capital .Ac¬ 


1 


1 

i 

1 



count overdrawn 

200 

0 

1 

0 

1 

1 

'£24.214 

1 0 

0 

1 

! £14.214 

0 



The assets, other than Cash, realised the following amounts: Leasehold, 
£2.460; Plant and Machinery, £2,000; Patents, nil; Fixture, £100; Stock, 
£2,000; Book Debts, £2,720. A contingent liabili^, amounting to £200, not 
pro\nded for in the a^ve balance sheet, materialised during the realisation. 
The expenses of realisation amounted to £62, Close the books of the firm in 
accordance with the ruling in Gamer v. Murray. 


LEDGER. 

Reausahon Account, 


Dr 


Cr. 


i '! £ 


« 

1 

I 1 

£ 

^ 1 ^ 

To Loss on Realisation of 1 | | 

Assets . .1 3.734 jo 0 

; „ Contingent liability ■ ; 1 i 

matured . '1 200 10 j 0 

„ Expenses 62 ;o!o 

i 

1 

1 

1 

By Deficiency— 

V. Verdier {one-half} 
M. Neil (one-third). 

! W. A Richardson 

i 

1,998 

1.332 


(one-sixth) 

! ! 

666 


£3,996 0; o 


s. 


d. 


0 0 


' £3.996 i 0 


CASH BOOK, 



To Balance 
„ Sundry 


Amount realised 


To Balance brought down 


, I 

■5 


£ 

1,000 ^ 0 ! 0 

) i 

9,280'; o' 0 


£10,280' ojo 


! I 

4,804; 0; o 


: £4,604:0; 0 


I By Sundry Creditors 
,, Real^tion Account: 
Expenses . £62 
Contingent 
liability . 200 

„ Balance carried down j 


By V. Verdier 
.. M. Ncfl . 


Cr 


£ 

5.2x4 


r.id. 

o! o 

1 


{ 


\ 


262 i 
4.6<H 


£10,280 


00 
0 

0 



£4.804 
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LEDGER— coniinued* 

V, Verdier, Capital Account 


Dr. 


To Realisation Account I 
(share of loss). . I 

.. Balance cairi^ down j 


To Share of Loss on W. A. 
Rtchardsoo's Ac- 
oount (HEttbs) 

■. Cash • • « 


ll 1.998 

!: 4.002 



£4,002 


By Balance 


By Balance 
down 


brought 


Cr 


6,000 o j o 

£ 


/6,ooo 1 ojo 


1 4,002 00 


£4,002 00 


Dr. 


M. Neil, Capital Account, 


Cr. 



To Realisation Accoont 
(share of loss). 

,, Balance earned down 


To Share of Loss on W. A 
Richardson’s Ac¬ 
count (i^ths) 

„ Cash 


sJ d. 


B 


£3,000 I o 1 o 


1.332 



By Balance 


By Balance brou^t 
down 



£x,666 o o 



Periodical Payments during a Prolong^ Dissolution.—Occasionally 

the winding-up of a partnership takes some considerable time, in 
onier that the several assets may be realised to the utmost advant^ 
although the partners natur^y desire cash distributions on acc^t 
of their shares from time to time, as and when funds become available 
In such c^, if there is any doubt as to the continued solvency of any 
partner, it is advisable to adopt a cautions policy and to regulate the 
payn^te to each partner so that there is httle or no risk of his having 
to letod any money received by him when the final position is det^ 
mmed. Consequently, periodical distributions should not be pro- 
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ponionate either to the partner’s capitals or to their shares of profit 
or loss, but should be made on the assumption that no further realisa¬ 
tions ^^■ill take place beyond the sums already received. 


Illustraiioii. —F, G, and H have capitals of £Soo, £500, and l^oo, and share 
profits and losses as to one-half, one-third, and one-sixth respectively. After 
pa\ing the creditors, the folIo■^^’ing sums become available, it being agreed that 
thev shall be distributed as and when determined:— 

/ 

Jan. I. Net Proceeds of Sale of Machinery’ . . . 100 

Mar. I. Cash Realised on account of Book Debts . . 400 


Further assets remain to be realised. You are required to show the sums 
to be paid to the partners out of the amounts stated. 




F. 

G. 

H. 



/ 

/ 

/ 

Jan. I. 

Balances of Capitals, Cr. 

800 

500 

700 

PaAtnent made 

A 


100 


Balances being then 

800 

500 

600 

Mar. I. 

Pa\Tnent3 made . 

50 


350 


Balances being now as 3 : 2 : i 

750 

500 

250 


yrie ,—If no further sums are available, the balances on the capital accounts 
are now proportionate to the partners’ risk cj loss, on a basis of £1,500, i.e. total 
capitals of -th.ooo, less net realisations £500. Wlien additional amounts become 
available, sav itoo on June i, they can safely be distributed as to F one-half, 
iiso' G one-third, iioo; and H one-sixth, £,50, i.e. in the common ratio of 
Japitkls and nsk of loss. Should a partner be insolvent and so nnab e to contn- 
bute his share of the loss that would arise should no further realisatons be 
made then, in adopting the most cautious method pi repa^unent,^ allow^ce 
might be made for the possibilin- of ha\'ing to deal wixh the partner s resultmg 

debit balance under the rule in Carrier v. Murrav. 

Where all partners are substanrial men, there is not the same need .or cauUon 

and mdAed the partners would probably refuse to consider such a me^od of 

division. A reasonable method would then be to dmde each sum av^ble m 

the camtal ratio, but adjusting for profits or losses to date m the profit-shan ^ 
* ^ 

ratio. 


Elliott V. Elliott, '1911; 45 Accountant Law Reports, 47;— 
rase -hould be noticed'brieflV, as it contains several points of mterest 
to’account.-,nii. From the dec.iio,! in this case, |t tvould apfear tha 
the amount due to a deceased partner is not a habihtv of the firm but 

nf i)' iixi iiial biirtKcr, _ 

Stephen Elliott and his sons Alfred, Charles and George, were m 

partnership, shanng profits in the proportion 
Elevenths, two-elevenths, and two-elevenths respectuely. 

^hip anicle^ pronded that upon a death occurring, the surM'tn 
partner^ should assume the liabilities of the 6™ take er t 

Inr respective shares in the business, and that ^^ryhis p^e Ae 
goodwill was to be valued at rio.ooo. f amount 

dt'to the deceased partner in eight half-yearly instatoents. .Wed 

died in looo, and the amount of his share, ^ra to 

hf exicMorl pa>-meut5 on account were made from time to tune 
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in reduction of the debt. Subsequently, the survivini: partn(T>. undci 
a new agreement, fixed the value of the goodwill at {Non, tin- fnnnci 
figure being held to be fictitious. 

Elliott, senior, died in September iqro. and his rc]'rcsontati\’(‘.> 
contended that his share should be valued on the basis that the \-aliir 
of the goodwill was £10,000. It was decided that tho siib-oquaiii 
agreement, which fixed the value at £Non. hold .unmi. Whni an 
account was taken at the death of Alfred, the stork wa> \'alurd at 
selling prices less 30'^^ to arrive at the net \'<due, and that ]iiarti< r was 
followed until the death of Elliott, senior, when an iiulrpriidrnt \ ahi('r 
was called in, who valued the stock at a much lower lienrr than a 
valuation at selling price less 30'-*o would have ^hown. Tlie exeruior,> 
of Elliott, senior, contended that the firm was bound b\' the wduation 
method adopted in 1906, and sought to set aside the indcpt-ndi iit 
valuation. They also questioned whether the debt due to Alfn-d'^ 
executors, half of which remained unpaid, was ]:)ro]XTlv treated as a 
partnership debt in the Balance Sheet of the firm submitted to them. 
It was held that the previous stocktakinG:s were for an entirt-K* different 
purpose than determining the value of a deceased partner’s interest 
in the business, and that the independent valuati^jii was ri.c'ht and 
proper. It was also held that the audited Balance Slu/ets wc'H' binding 
upon aU the partners, including Elliott, senior, notwithstanding that 
he was illiterate and unable to understand them. 

The amount due to Alfred's executors had been treated in the 

partnership books as a liabilitv of the firm, and pa\-mcnts an acrnmit 

had been made out of the firm’s funds, which had' reduced the d. bt 

to one^half of its original amount. Seeing that Alfred's exeeutors had 

accepted the firm s cheques in reduction of the debt, it ma\* naturalh' 

be assumed that they considered the firm liable. It was decide.!, 

however, that while these payments must stand, the balance still dm' 

was a personal liability of the partners individuallv, not a partnership 

liability, and that it must not appear in the firm's iTiIance Sheet. 

The learned judge said, “ I think it is a debt due bv each partner to the 

son s executors as the purchase money for pcrsoiul henefit ac^mircJ hv 

thai partner. The balance remaining due must be struck oiit of the 
balance Sheet. 

to time overdrawn his share of tlie 

^ The amounts ha<l 

this debited to his capital account. It was contend,-d that 

Sna A procedure did not relieve Elliott from lial)ilit\- to 

afan asTefofZS 

decisions mentioned ahov,' is the one 

feeTtrtheTreto slmuld U^e llTtrans- 

ea the credit of the surviving partners in the ratio in which thev 
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shared profits, and those partners would then have become each 
personally liable to Alfred’s estate for a private debt. The payments 
on account made by the firm’s cheques should have been debited as draw¬ 
ings in the proper proportions to the Current Accounts of the partners. 

This decision mav be qood law, nevertheless in certain circum- 
stances it may operate harshly. For example, Jones, Brown, and 
Robinson are partners contributing capital and sharing profits equally. 
Jones dies, and the amount due to his estate is agreed at /i2,ood. 
Under Elliott v. Elliott, C6,ooo is credited to Bro^\•n’s capital account 
and £'6,000 to Robinson's, and each becomes liable to Jones’s repre- 
senta'tives for a private debt of /6,ooo. Future trading results in 
hea\y losses. Apart from the business. Brown and Robinson have 
no nieans. Bankruptcy super\'enes, and the firm’s creditors receive 
los. in the £. Had the debt to Jones been treated as a partnership 
liabihty, his representatives would have shared equally with the other 
creditor in the dividend declared. As it is. Brown and Robinson 

ha^■ing no funds, they get nothing. 

It is suggested that partnership deeds should clearly stipulate that 

amounts due to the representatives of a deceased partner are to be 
treated as a partnership liability, if it is desired to avoid the decision in 

the above case. 

Illustration.—Yi. Dickson, A. Chatenay, and J. Clarke are partn^, and 
share profits one-half, one-fourth, and one-fourth respectively. Dickwn 
retired on Janua^^• i, 19.... and Chatenay and Clarke, in accord^ce with the 
articles, took overDickson’s share in the proportion m which they sh^ed profit. 
The soodwill of the business, on the retirement of a partner, wa^xed b> the 
articles as of the value of £6,000. The credit balance of tte partners capital 
accounts as on Tanuan' i, 19..., were as follows: Dickson, liy.000, Chatenat, 
£10.000; Clarke, £S,ooo. Following the nihng in Elliott v. Elliott, the under- 

mentioned entries are necessar}':— 

JOURNAL. 


15 


Dr. 


Cr. 


OocKi'^in Account . . . • • 

To H. Dickson, Capital Account 
,, A. Chatenay, Capital Account 
.. j. Clarke, Capital Account • • • 

Beins division of goodwill as nxed by the articles oi 
partnership. 




/ S. d. 

tjxc 0 o 


s. 


i. 


3,000 O 0 

1,500 o c 

t,500 o 0 


Dr. 


H. Dickson, Capital Account 

To A. Chaienav, Capital Account 

l.Clarke. Capital Account - • . • 

Being'transfer of Dicksons share in the business upon 

his retirement. 


i 5 ,ooo o 


4 

6 


9.000 

9,000 


0 0 

0 0 


LEDGER. 

H. Dickson. Capital Account. 


Cr. 


Dr. 


19... 
Jan. I 

I 


J. 

To Chatenay, Capi¬ 
tal .Account . 15 

,, Clarke, Capital 
Account . . \ 


/ S. i. 
9,000 0 0 

9,000 O 0 


ilS,O0O 0 0 


19. 

Jan. 


f > 


I By Balance . 

I ,, Share of Good 
will . 


\ 

J. 

IS 


/ ’ s. d. 

15,000 ; o 0 

3,000 0 0 


418,000 0 0 
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LEDGER— continued. 


A. Chatenav. Capit.u, Account 


Dr. 



s. d. 


19... 

Tan. I 
I 


By Balance . 

,, Share of Good- 
wiJl 

„ H. Dickson, 
Capital Ac¬ 
count . 



C». 

£ d. 

10,000 o o 

1,5 00 O 0 

9,000 o o 
£20,500 o o 
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eeneral nature of the business: A) the full name of each panner; 
ii) the term of the partnership and the date when it besan; ie\ a 
statement that the pannership is limited; ■() the sum contributed 
hv each limited partner, and how paid, whether in cash or othenviH'. 
Notification of any change in the above particulars must also be filed 
within seven days. The registration fees are: On registration, {'a; 
stamp duty. 105. per £100 \FiKaf:cc Aci, 1033. S. 41 .2:0. or fraction 
thereof on the amount of capital contributed by the limited partner 
or partners). The dutv of registering under the Act lies with the 
general panners, but the limited panner or partners) will he wise in 
his tor their) interests to make sure that registration has been dulv 

v- • 

made. 


“ General and “ Limited ” Partners.—A limited partnership may 
consist of one or more general panners whose liability is unlimited, and 
one or more limited partners whose liability is limited to the capital 
thev have agreed to contribute to the business. There must be at east 
one panner of either class: and not more than twenty person^, or ten 
in the case of a bank, may enter into a limited pannership. A body 
corporate, e.g. a limited company, may become a limited partner. 

Examination experience suggests that it is necessary' to point out 
to some students that, although a shareholder under the CompaKU's 
Acts, and a limited panner under the PartncrsKip Act, 

can strictlv limit their personal liability to the amount they agree to 
subscribe, the licibilifics of the company, or the pannership. 

cannot be limited. All the resources, in both cases, are liable to meet 

trade debts and obligations. 

Rights of Limited Partners.—A limited panner cannot take part in 
the management of the business, but. personally or b\ his agent, he 
mav inspect the books, inquire into the prospects of the business, and 
offer advice thereon 6 ii)). If he withdraws anv of ihe 
has contributed to the business, he becomes liable for the debts an 
oblisations of the firm to the extent of the sums withdrawn, a; well as 
to the extent of the balance of his undrawm capital. He mat a^ign hi^ 
-hare in the business with the consent of his co-partners b 50, and 
the assisnee is subrogated to the rights and obligations of the assignor 
becommg a limited panner in the place of the assignor If a limited 
panner “ interteres ” in the management of the business he mav become 
iable as a general panner for the debts and obligations ol the tirm^ If 
a t^eneral panner becomes a limited panner, or a limited Partner 
assWs his share in the business, notification must be advenised m the 

\ limited panner who has given a bank guarantee will not be 
deemed to have made a parent to the nrm in 

be held liable as a general panner [RayKcr c~ Co. ^. Rn.acs, iQ. _ -4 
Lloyd's List Reports, 25). 

Dissolution.— A hmited pannership is not dissolved by the death, 
lunacv or bankruptcv of a limited panner, as an ordinan,' pannership 
is. neither can a limited pannership be dissolved by notice git en } e 
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limited partner. Upon a dissolution, the affairs of the firm are wound 
up by the general partners in accordance with the law and rules of 
Bankruptcy, or of the Deeds of Arrangement Act, as the case may 
demand. 

Accounts.—Generally speaking, the accounts of a limited partner 
do not differ from those of an ordinaiy partner engaged in similar 
business, although the proyisions of the Act of igo; may affect the 
position of the partners as between themseh'es. The Capital Account 
of a limited partner will be credited with the amount he contributes, 
and the heading of the account should make it clear that he is a limited 
partner. The balance of the limited partner’s Capital Account should 
make it clear that the capital is fixed, subject, of course, to any increase 
in the capital by further contributions. A Current Account, kept upon 
the lines already e.xplained, should record all the other dealings of a 
limited partner with the firm. 

The outstanding difference in limited partnership book-keeping 
lies in the treatment of losses. Should losses occur, the limited 
partner's share will be debited to his Current Account. The partner 
concerned would not be entitled to withdraw any further sums from 
the firm until such losses haye been recompensed out of subsequent 
profits. This would seem to be clear from S. 7 of the Act of 1907, 
which proyides that the Partnership Act of 1S90 applies also to limited 
partnerships, except as expressly modified, or excluded by the Act of 
1907. A limited partner can, of course, claim repayment of adyances 
made by him irrespectiye of his Current Account, but he cannot with¬ 
draw profits until the debit balance of his Current Account has been 
made good. 

But the limited partner is liable only to the extent of the capital he 
contributes. Therefore, should dissolution occur, the losses charged 
to his Current Account could not be recoyered. If moneys are periodi- 

n in anticipation of profits which do not materialise, 
such withdrawds amount to a technical breach of S. 4 (3) of the Act 

of 1907, In effect they are withdrawals of capital, and should therefore 
be made good as soon as possible. 

Illustraiion.—Dickson, Chatenay, and Uprichard are in partnership. 
Dickson and Chatenay are general partners. Uprichard is a limited partner 
who has contributed £5,000 as capital and is entitled to one-fifth of the profits. 

ickson and Chatenay each contributed £^,000 to the capital of the firm and 
are entitled to share equally in the balance of the profits. 

Dickson, Chatenay & Uprichard. 


PROFIT AXD LOSS 


ACCOUNT FOR THE YEAR ENDED 
JUNE 30, 19... 

(Fixal Sectiox.1 


19... 

June 30 To Dickson, - profits 
30 ; ,t Cbatenay, ? profits 
M 30 ' ,, Uprichard, | profit: 


i s, d. 

1.774 o 0 

1.774 o o 
Si7 o o 


£4,435 


o 0 


19... 
June 30 


By Balance brought 
do-.N-n, being net 
profit for the vear . 


j. d 


4,435 0 o 


£4.435 i 0 0 
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BALANXE SHEET. JUNE 30. 19... 


Capital:— 

Dickson . 
Chatenay 
I'prichard 

Current Accounts : 
Dickson . 
Chatenay 
L’prichard 

Sundrv Creditors 


{4,000 

4.000 

5.000 


{9^5 

765 

270 


5. i. 


13,000 0 0 


2,020 

3,000 


o 0 
0 0 


{lS,O 20 o o 


Sundry Assets 
Cash at Bank 




£ 

16,705 

I.3I5 


S. rf, 

0 0 

4 

O ; O 


{18,020 (o; o 

i I 


After tliree vears of bad trade the annual accounts were as follows: 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENT)ED 

JUNE 30. 19... 

(Final Section.) 


19... 

June 30 


To Balance brought | 
down, being net loss ’ 
for the >*ear 


‘s.li. 


6,935 !0; 


{6,935 o o 


19... 

June 30 j By Dickson, f loss 
„ 30 , Chatenay. j loss 
„ 30 „ UprichanJ, * loss 


{ 'SU. 

2.774 ' 0; 0 

2.774 00 
1,387 JO o 


£6,935 '00 


Capital:— 
Dickson . 
Chatenay 
t’prichard 

Sundry Creditors 


BALANCE SHEET. JL^NE: 30, 19 .. 


{4.000 

4,000 

5,000 


s. d 


13,000 o 0 

13,595 ,00 


{26,598 o o 


Sundry Assets . 
Cash at Bank . 
Current Accounts 
Dickson. 
Chatenay 
Uprichard 


£ 5. d. 

17,801 0 o 
236 O 0 


{2.603 !' 
3.108 j 
2.850 ( 



Unless the firm recovers prosperity", the position is as follows; Dickson 
and Chatenay, whose liability is unlimit^, will be responsible to the full 
of their resources for the whole of the outside liabilities of the firm. Upnchard 
cannot be called upon for further contributions, except to make good any sums 
\rithdrawn bv him and included in the Current Account debit balance of £2,850. 
He may lose^the whole of his £5,000 capital, but that is the end of his liabihty. 
Neither can he be called upon to make good the adverse balance of his current 

account. ci. . 

Should prosperit\' return to the firm, it is possible that future pronts 

accrue to Uprichard that will suffice to extinguish the debit bailee of ms 
Current Account and restore his capital to its original amount. In the event ot 
future profits being made, Uprichard cannot withdraw them unm he has ^ae 
good the adverse balance of his Current Account, and so restored his capi o 

the agreed amount. 

Loans.—As in the case of ordinarx’ partners, a limited pa^er ma\ 
advance money on loan on agreed terms, quite apart from the capi 
he has introduced. Such loans are repayable not^nthstandmg tbat 
the partner’s Current .\ccount may be over^a%\-n. There is no nght oi 
set-off as between Loan .\ccoimts and Capital and Current Accounts, 
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because a limited partner is under no obligation beyond the amount 
of his agreed contribution of capital. 

Sleeping or Dormant Partners, —Examination candidates frequently 
confuse a sleeping or dormant partner with a limited partner. The 
two are quite distinct. A sleeping partner is a partner who takes no 
active share in the business. He contributes capital in return for a 
share of the profits, and is as fully liable for the debts and obligations 
of the firm as is an active partner, for the law recognises no distinction 
between the two. A limited partner's liability is, as w^e have seen, 
restricted to his agreed capital contribution. 

Winding Up. —Limited partnerships are now wound up, tmder the 
Bankruptcy Act, 1914, in the same manner as are ordinary partnerships. 

EXAMINATION QUESTION. 

C. Fitzgerald and A. Colomb are in partnership, sharing profits as to two- 
thirds and one-third respectively. On January i they took their manager, M. 
Farmer, into partnership. Farmer was to be credited with ;^50O at the close of 
each year, as a partnership sala^, and with 5% on the net profits prior to division. 

On December 31 the following Trial Balance was extracted from the books of 
the firm:— 

C. Fitzgerald, Capital Account 
C. Fitzgerald, Current Account 
A. Colomb, Capital Account . 

A. Colomb, Current Account . 

M. Farmer, Current Account . 

Factory and Warehouse 
Machinery and Plant 
6% Loan Account (J. Smith) 

Manufacturing Wages . 

Loose Tools .... 

Office Salaries and Expenses . 

War Loan Interest 

Bad Debts ...... 

Rates, Taxes, and Insurance (Factory, £<^22 ; Office 
^ ^240) . . 

Travellers* Salaries and Commission 
5% War Loan 
Purchases and Sales 
Returns (Inwards and Outwards) 

Discount Account (Balance) . 

Audit Fee .... 

Carriage (Inwards, £igZ; Outwards, , 

Bad Debts, Provision for (January i) 

Cash in hand 
Cash at Bank 
Stock (January i). 

Sundry Debtors and Creditors 
Manufacturing Expenses 
Factory Power and Light 
Apprentices* Premiums . 

Bills Payable 
Machinery Repairs 

Factory Space and Power Sublet 
Interest Account . 

Office Furniture . 


£ 

£ 


10,000 

1,484 

8,000 

863 


321 


7,868 


9,640 

5.000 

18,767 


1.576 


3.872 

38 

182 


1.162 


2.326 


967 


21,642 

57.150 

324 

424 


189 

55 


1.030 

400 

78 


236 


5,249 

9,760 

9.235 

2,684 


978 

300 


1.265 

617 

350 

150 


520 


£92,351 

£92.351 
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You are required to prepare Manufacturing and Profit and Loss Accounts for 
the year ended December 31, and a Balance Sheet as on that date. 

When preparing these accounts, the following particulars must be taken into 
consideration: (ci) Provide for depreciation as follows—Machinery and Plant, 
15^0* Office Furniture, W The following expenses were owing as on 

December 31—Wages, £12^; Office Salaries, £63; Machinery- Repairs, £163. 
(c) Interest at 5^0 is allowed on Capital. Interest on drawings is to be charged 
as follows—Fitzgerald, £41: Colomb, £23; Farmer, /S. (li) Pro\'ide for the six 
months’ interest at 6°o due to J. Smith on his Loan as on December 31, (e) 

Carr\' forward £32, Factory* Insurance, to next year. (/) On December 31 Stock 
was valued at £8,787, and Loose Tools at £1,200. (g) Provide 5% on the Sundiy' 

Debtors for Bad and Doubtful Debts. 

For solution, see pp, 225-227.] 


EXAMINATION QUESTION. 

J. B. Clark, a cigarette manufacturer, agreed to take his manager, L. Hillingdon, 
into partnership on Januaiy- i. 

The following terms were agreed: (a) A goodwill account amounting to /lo.ooo 
was to be created, and a similar amount credited to J. B. Clark. (6) L. Hillingdon 
was to be entitled to a salary* of £400 per annum, to be paid monthly, (c) Twelve 
monthly drawings on account of profits were to be made by the partners, i.e. 
J. B. Clark, £60 per month; L. Hillingdon, £20 per month, (i) Profits and losses 
were to be shared as follows: J. B. Clao'k, two-thirds; L. Hillingdon, one-third. 
:€} L. Hillingdon was to pay in £2,000 as his capital in the business on 
Januaiy i. 

You are to assume that, as on December 31 follo^ving, all the entries and 
pavments arising out of the terms of the above agreement had been carried out. 
In addition to the accounts necessary^ for the record of the above transactions, 
the following balances were extracted from the books of the firm as on 
December 31:— 

J. B. Clark, Capital Account (Januaiy^ i), £20,000; Plant and Machineiy% 
£17,800; Ftxtures and Fittings, £2,400; Rent and Rates of Factory, £950; 
Lighting (Factors' i'120. Office £24); £144 ; Licence and Insurance (Factory' £300, 
Office £721. £372;" Rent and Rates of Office. £270; Factoiy' Expens^, £571; 
Factory Power. £494: Office Expenses, £124: Sales; Cigarettes. £151,862; 
Shorts and Sundru-s, £2.254 ; Sales Returns : Cigarettes, £321; Shorts and Sun¬ 
dries, £124: Purchases: Tobacco, £76,204; Sundries, £2,421; Purchases Re¬ 
turns: Tobacco, *1.821 ; Sundries. £106; Office Salaries, £1,694; FactoiyW\ages, 
^3,751 ; Packing Expenses (Charge to Trading Account), £1,792; Carriage (In¬ 
wards, ^821, Outwards £940), £1,761; Travellers’ Salaries and Expenses, £2,371» 
Advertisinc, £5.000: Stock (Januaiy i). £16,841; Sundiy* Creditors, £4.^52; 
Sundry Debtors. £22,540; Leasehold Factory’, £10.000; Cash at Bank, £7,240; 

Cash in hand, £1,070. .r 

You are requir^ to prepare Trading and Profit and Loss Accounts for the 

year ended December 31. and a Balance Sheet as on that date. 

I3efore preparing the accounts, the following adjustments are necessa^ . 
iT) The following depreciation is to be written off—Machinery and Plant, 10 

Fixturesand Fittines. i5\:. {2) A provision for Bad Debts is to be made ^ual to 

on the Sundry Debtors. (3) A sum equal to 5®o of the net pi^ts ^ to be 
resen-ed for distribution as a bonus to the firm’s employees. (4) The Stock on 
hand, as on DecembcT 31, ''as valued at £17.5^- <5) 5 o% of the cost of advertis- 

in- IS to be earned forward. (O) Interest at 5^, is to be credited to the 
Capital Accounts, but no interest is to l>e charged upon drawings. (7) ine 
fr.liowinc amounts were owing at the end of the %ear. Factor) a^^es, ^ , 

(>ttiee Salaries. £^5. 

—For solution, see pp. 228-230.] 
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examixatiox questions. 


I. What is a partnership ? 

State the advantages to be derived bv ke-.-uins: ser-arate Capital and Current 
Accounts for the partners in a nrm. 


2. Heriott Brothers consists of three partners 'A. B. and C-. The capital 
:5 held as follovrs; A, ^lo.oco; B. j're.coo: and C. Interest at 5'-, is 

allowed upon capital and is charged on drawintrs. ur^^n which there are no re¬ 
strictions as to amount or date. C is entitled to be credited with a saiar\' £400 
per annum. B lent £5,000 to the nrm at interest. All the partners witiidrew 
goods from the firm for personal use. 

In what form snould the partners' acco>unts be rec'^ded in tiie bonks of the 
rirm ? 


Illustrate your answer by submitting a specimen of each kind of account vou 
recommend the firm to empiow 'R--vaj Socirtv Jyisj 

3. C and D were in partnership, C, who had money, pro\'iding /ro.ooo capital, 
and D, who had more experience, providing onlv £500. In addition, C had lent 
the firm £i,ooo half-way through the vear. There was no agreement betv.'een 
them beyond a verbal one that profits should be shared equalhx The first year's 
trading resulted in a profit ot £.2,305. C contended that interest at the rate of 
should be charged upon capital and upon the loan before dividing the profit. 

Was he correct.^ If not, show how the profit should be dealt with and vour 
reasons for dividing in the way you do. [Cha>teyfd Accountants.) 

4. A and B are in partnership sharing profits in the proportion of two-thirds 
and one-third respectively. C, who is manager to the firm, and is in receipt of a 
salary of £i.ooo a year, is taken into partnership and is given a quarter of the 
profits, A and B still sharing in the proportions of two and one. It is agreed 
between A and B that the latter shall not suffer in the amount he receives in the 
new partnership by reason of the fact that C now takes a share of profits instead 
of a salar\-. The profits of the firm are constant and mav be assumed at ^4,000 per 
annum after charging the manager's salar\’. 

\ ou are required to show the division of the profit under the new arrangement 
and to give the proportions in which profits should be divided for inclusion in the 
new partnership agreement. iChariered Accountants.) 

5. bcarlett and Lake join in partnership on January' i, without anv formal 
deed beriveen them. The capital introduced was as fodows; Scarlett,' i'3.000: 
Lake, £2,000. On April i Lake advanced £500 to the firm as a loan without anv 
^^eeraent as to interest. The net profit for the half-year to June 30 is -^'2,500. 
The partners cannot agree on the following points: Interest on capital, interest 

on loan, division of profits. Prepare accounts on the lines that vou would adont 
gnong reasons for your action. 

6. George and Hugh Dickson agree 10 admit George McArthur as a partner in 
their fi.nn as on Januan.- i. ^ 

The terms agreed upon were as follows : [a] McArthur was to pav /6,ooo cash 
into the business, of which sum £i,5oo was to be treated as a prem’ium and 

T to George Dickson and one-third to Hugh Dickson 

\d) In addition, McArthur was to bring in stock £3,000 and book debts i'2,sco 

Fronts were to be divided: George Dickson, four-sevenths; Hugh Dmkson 
tuo-sevenths; and George McArthur, one-seventh. 

The Balance Sheet of the old firm, as on the previous December 31 was as 
lollows:— j . a-. 


Capital— 

George Dickson 
Hugh Dickson 
Sundrx- Creditors 


BALANCE SHEET. DECEMBER 31. 

Freehold Propertv 
18,000 Machinery and Plant 

10,000 Sundrv Debtors 

11,174 Stock' 

Cash at Bank 

£.39,174 


0 

£ 

S.ooo 

19,500 

8,740 

1,948 

986 


£39.174 
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Prepare the Balance Sheet of the new hnn as on Januar\' i. (Royal Society 
Arts,) 

7. A and B are partners, but no details have been agreed between them, 
verballv or by deed, other than the fact that prohts are to be shared equally. 

At the close of the year, B prepared the following Profit and Loss Account 


PROFIT AND 

> 

4. 


To Interest on Capital 


A . . . £'250 


B . . .150 



400 

,, Salary-, B . . . 

200 

,, Interest at 5^0 on Loan 


from A . . . 

75 

,, Balance carried down 

1,210 


£ 1.585 

To A, 1 Share . 

605 

,, B. \ Share . 

605 


LOSS ACCOUNT. 

Bv Balance from Trading 
Account . 


By Balance brought down 


il.210 





1,210 




If you do not approve of this account, amend it. (Royal Society Arts.) 

8. Submit a pro-forma Current Account showing: (a) Drawings and interest 
thereon ; [b] Interest on Capital; (c) Partnership Salary*; and (i) Share of Profits. 

[Royal Society Tr/ 5 .) 

9. A. B, and C are in partnership, sharing profits equally, and at March 31 
their Capital Accounts were as follows: A,/S.ooo; B, £7,000; C, £6,000 

On Apnl I they admitted D as an equal partner, he having a^eed to hnng in 
000 as his capital and to pav the old partners £2,100 for goodwill. Each of the 
oM partners was to leave one-half his share of the latter sum in the business, and 

to withdraw the other half. , __ 

Show the four partners' Capital Accounts as they will appear after the change. 

all pavments having been made as agreed. (London Chamber Commerce,) 

10 Explain bv means of specimen accounts, the best method of recording 

the accounts of partners in the books of the firm of which they are member. 

In «ur answer deal with capital, drawings, loans, interest, and withdrawals 

of i^oods. \Londrn Chamber Commerce,) 

11 \ B and C are in partnership upon the following terms: (i) Interest on 

capital is allowed at 5^,. U) Partners’ monthly drawings 

V B 1 40- C No interest is chargeable on these drawings. (3) 

l>ar^ner■s salanes are aVtoo per annum : C, £200 annum^ S^eLhTe^^4) 

are to be .hared'tu |oll„.,-y four-sevenths; B, C o^- 

seventh, isi The hxed capital IS as follows—£ 10,000 1 B./t.,000. C. £ 2 , 000 . 

It IS acreed that half C s Soilarv is to be debited to 
' ' Ih-ior to anv of the adjustments arising out of the above terms, the profits fo 

the vear ended December 31 last were £ 5 .''^- 5 - , p-rtners’ 

Prepare the final section of the Proht and Loss Account, and 

\ccoiints as on December 31 last. {Royal Society .-iris.] 

12 Hugh and George Dickson agree to admit " 
manager into partnership as on January i. Interest at 5'• 0 is 

wLh is as follows: Hugh Dickson, /lo.ooo; George Dickson. £,.000. ^^lUlam 
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two-ninths. No interest is charged on drawings, which were as follows; Hugh 
Dickson, ;^i.50o; George Dickson. ^Soo ; William Robinson, /400. 

The profit for the year ended December 31 amounted to ;^4,250 before making 
any of the above adjustments. 

Give the partners’ accounts as they would appear in the Balance Sheet as on 
December 31. (Royal Society Arts.) 

13. McArthur and Chatenay are in partnership and share profits and losses 
as to t^vo-thirds to McArthur and one-third to Chatenay. The capital is held as 
follows: McArthur, /i2,000; Chatenay, /6,ooo. On December 31 the credit 
balances of the partners' current accounts were: McArthur, i'l.Soo; Chatenay, 
£960. 

On Januar}' i following, the firm admitted Pirrie into partnership on the 
following terms: Goodwill to be valued at /6,ooo and to be credited to the capital 
accounts of the original partners. The current accounts to be transferred to the 
capital accounts. Pirrie to bring in, as capital, an amount equal to one-fourth of 
the total capital of the original partners as adjusted above. 

Give the capital accounts as they would appear in the initial Balance Sheet of 
the new firm on January’ i. [Royal Society Arts.) 

14. Richard Black and William White enter into partnership, upon equal 
terms, for the purpose of purchasing and continuing the old-established business 
of the late Robert Blank. The business was taken over from Blank's executors 
as on January i, sis a going concern, upon the basis of the last certified Balance 
Sheet, which was as follows:— 


R. Blank. 

BALANCE SHEET, 

Liabilities. / 

To Capital, . . . 26,593 

,, Sundry' Creditors . . 3,482 

„ Reser\'e for Bad Debts . 3S5 


£30.460 


DECEMBER 31. 

Assets. £ 

By Freehold Premises . 14,200 

,, Plant Account , . 8,100 

,, Sundiy- Debtors . 3,420 

,, Stock on hand . 4,140 

,, Office Furniture . . 600 


£30.460 


The purchase price was agreed at £28,000, which amount was found, in equal 
shares, by Black and \\hite, and duly paid over to Blank’s executors. 

In addition each partner paid £1,000 into the new firm’s banking account to 

it was agreed, before opening the new books, to 
reduce the valuation of the Plant (as shown above) by /500. the Stock bv /jso 
and the Ofi^ce Furniture bv £200. ^ 

Make the opening entries necessary to record the above transactions in the 

books of the new firm, and draw up a Balance Sheet showing the position of 

Messrs. Black and White at the commencement of the new partnership. [Chartered 
Accountants.) 

15. Jeeves and Wooster are partners, sharing profits and losses as to Jeeves 

two-thirds and \^ooster one-third, and they agree to admit Bertie as a partner 

on June I. Bertie is to bring in capital amounting to £3.000, and is also to pav 

£600 as premium, the latter to remain in the business. Show the entries vou 
v^ould make m the books of the firm. 


I . At January i, X, Y, and Z had the following respective capitals, viz. 

£3.762. They shared profits in the ratio 3, 5, and 6. At that 
date they sold their assets for /p, 177. They owed their creditors /208, and Y had 
advanced ;^555 on loan to the firm. " ' ^ ^ 

Capf^^tccoun^”'^^ Account. Cash Account, and Partners' 


foUow.! ^ manufacturing business, sharing profits as 

loUows X, four-sevenths; Y. two-sevenths; Z, one-seventh. 

^ partnership deed, any partner was at liberty to retire 

and claim an annuity of £1^0 for each one-seyenth share held by him in the 
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profits; his share in the assets and goodwill to pass to the remaining partneis in 
equ^ shar^ Y retired from the firm on January i, the amount standing to the 
credit of his capital account being £6,800. 

How should you treat the annuity pavable to Y, for the year ended on the 
preceding December 31 ? (Jioyai Society Arts.) 

x8. Jones and Webb, who are partners, sharing profits and losses as to five- 
eighths and three-eighths, admit Williams into partnership as from July i. The 
Partnership Deed provides that Williams shall receive one-fifth of the net profits 
after allowing £400 salary and 4% interest on capital for each partner. 

On July I following, it was ascertained that £4,000 net profit had been made 
before charging partners’ salaries or interest on capital. The capital accounts 
were as follows: Jone^ £6,000; Webb, £4,000; and Williams, £1,500. 

Prepare Appropriation Account and Partners* Capital Accounts. 

19. A and B are in partnership, sharing profits equally. As from December 
31 they admit C, and from that date share: A, four-tent^; B, four-tenths; C, 
two-t^ths. It is agreed that the Balance Sheet of A and B as on December 31 
requires amendment as follows: Insurance Fund, credit balance, £1,780, is to be 
reduced to £280; Plant and Machinery are undervalued by £500; F^vision lor 
Bad Debts, £230, is to be increased to £400; J. Jones, debtor for goods supplied, 
£1,270, is to be written oS as bad to the amount of £1,090, the difierence £180 
being the surrender value of a life policy held as security, which is taken over by 
the new partnership. 

Subject to these adjustments, C agrees to pay £2,000 for the acquisition of a 
two>tenths share in pr^ts and goodw^ 

Prepare Revaluation Account, adjusting the accounts as agreed, and show the 
treatm ent of the sum paid for Goodwill. 

20. A and B are equal partners. In order to provide funds to pay out the 
executors of a deceased partner, a joint policy of assnrance fcu’ £5.000 is taken out 
with the Northern Assnrance Company. The snm assured is payable at the death 
of either partner. The annual premium is £450. 

Show, by means of specimen entries, how the above transaction should be 
recorded in the books of the firm at the end of the first year after the assnrance 
was effected. (Rcyal Socisfy Arts.) 

2l« A firm has tak»n out life-assniance policies on the lives of the partners 
and the managers. How would yon deal with the premiums in the accounts? 
Should they be shown as an accumulating asset in the Balan ce Sheet ? Comment 
hereon. 

aa. T. Landry and R. Lambert, who were equal partnm in a manufacturing 
business, agreed to dissolve partn«^p and to realise their business as on June 
30. On that date their Balance Sheet was as follows:— 


Messrs. T. Landry & R. Lambert. 

BALANCE SHEET, JUNE 30. 


LlABlUTlSS. 

T. Landry. Capital Account. 
R. Lambed Capital Account 
Sundry Creditors 


£ Assets. 

3.000 Sundry Assets 

700 Ca sh 

2.300 i 

£6,000 ; 



deficiency 


expenses of the realisation, which were paid in cash, amounted to £27^* 
Sundry Assets realised £3.920 in cash. 

an required to show fully the result of the realisation, which 
on Angnst 16. Under the partnership articies, in the «vent m Ihw 
IV deficiency on the capital account ol either partner, the amount (h snea 
cv is to be ftt ouct good in cssh* (Lomum CMswhtf CcMUMrof-) 
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23. A. and B. Blank are partners. There is no partnership agreement. 

The partnership wats dissolved as on December 31, when the Balance Sheet was 
as follows:— 


BALANXE SHEET, 


Liabilities. 

/ 

Capital— 


A. Blank 

10,000 

B. Blank 

5,000 

Sundry Creditors 

3.714 

Bank Overdraft 

1,000 


C19.714 


DECEMBER 31. 


Assets. 

/ 

Goodwill . 

2,500 

Freehold Premises 

10,000 

Sundry Debtors 

3,862 

Stock 

2,480 

Cash in hand 

10 

Cash at Bank 

862 


1^19.714 


The assets were realised as follows: Goodwill, /i,ooo; Freehold Premises, 
/i2,50o: Sundr}^ Debtors, /2,972; Stock, /2,090. Allowances were obtained 
from creditors amounting to £270. The expenses of the dissolution amounted 
to/172. 

Show the final result of the dissolution and the amounts payable to the 
partners. (Chartered Instiiute Secretaries.) 

24. S, T, and U were partners sharing profits and losses equally. On the 
dissolution of the partnership on December 31, the Balance Sheet was as follows :— 



/ 

^ A 

! 

A 

1 

Sundry Creditors 

S,ooo 

' Cash 

800 

Capital Account— 


Sundry Debtors 

4,200 

S . 

2,500 

Stock 

6,000 

T . 

2,000 

i Furniture and Fittings 

300 

u . 

1,000 

; Goodwill . 

j 

2,200 


:^I 3 oOO 

\ 

1 

t 

1^13.500 


On realisation, Stock was sold at a discount of 30^^ on book values. 

Sundr}^ Debtors realised /3000; Furniture and Fittings, /150; Goodwill, 
U50- 

The expenses of realisation were /120. 

Ascertain the deficiency and prepare accounts, showing the final position of 
each partner s capital after adjustment, consequent upon U being able to bring in 
only /250 towards his share of the deficiency. (Incorporated Accountants.) 

25. George McArthur and Arthur Hadley were equal partners. McArthur 
died on December 30. Accounts were prepared at the close of the financial year 
(December 31), when it was found, after ascertaining and crediting the profit for 
the year in ^e ordinar}^ 'vay, that the partners’ accounts stood as follows; Mc- 
Arthur, Capital Account, ;£S,ooo: Current Account (credit balance), £^62. Had¬ 
ley, Capital Account, £7,000; Current Account (credit balance), /S52. 

V.-^ agreed ^nth McArthur's Executors that the value of the goodwill 
which had not hitherto appeared in the books, should be fixed at /3,ooo, and that 
me assets and liabilities should be re^dewed. Valuations were'made wdth the 
following r^ults: The book value of the Plant and Machineiy^ was reduced by 
£ 5 *^ I me P^o^^Slon for Bad Debts was found to be excessive bv /200 * the Stock 

unden’aJued by £350; the Sundry^ Creditors were overstated bv £670; and 
the Patents (book value £300) were held to be of no value. 

Submit the partners' accounts as they would appear in the Revaluation Balance 


partnership of X and 0 , the assets realised 
^ Creditors, £6,500 ; Loan from 

^5.000, Capital, hi, 000; Capital, O, £2,500; Loan from O, £1,000. 
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Profits and losses were to be shared in the proportion of two>tiiirds to N, 
one-third to O. State the order of priority in which the payments shoaU be 
made, and show in account form how the cash realised would be distributed. 
{Incorporated Accountants.) 

27. A, B, and C were in partner^p and shared profits and losses in the pro¬ 
portions of one-half, one-third, and one-sixth respectively. They decided to 
dissolve partnership as on June 30, C was adjudicated a bankrupt during the 
realisation of the assets and was unable to contribute anything to his deficiency 


in the firm. 

The partners* capitals were originally A. £10,000; B, £5,000; andC, £2,500; 
but were reduced to the figures appearing in the following Balance Sheet by adjust¬ 
ments made upon agreement between the partners at the end of the usual account¬ 
ing periods. 


BALANCE SHEET, JUNE 30- 


£ 

A, Capital Account £ 7 »<>^ 

B, Capital Account . 2,000 

Sundry Creditors . 5 *^ 5 ® 


/i4»650 


£ 

Freehold Premises . . 4,200 

Plant and Machinery . 2,400 

Fixtures and Fittings 800 

Stock .... 2.600 

Sundry Debtors . . 3 * 5 ^ 

Cash .... 700 

C, Capital Account over¬ 
drawn .... 450 


^14.^50 


The assets realised the foUowing amounts; Freehold Premises, ; 
Plant and Machinery, £1.900: Fixtures and Fittings, £500; Stock, 

Sundry Debtors. £3,000. 

The expenses of realisation were £300. ^ . 

You are required to close the books of the firm. {Chartered Accountam 

28. A and B were equal partners in a business from which A retired 

cember3i. , , ,, 

'TKo TiaianrA Sheet of the firm was then as follows;— 


Capital Accounts— 
... 

B ... 

Sundo* Creditors 


BALANCE 

SHEET 

, DECEBffiER 31. 


/S.ioo 

£ 

1 

Plant and Fixtures 

Stock 

L 

800 

3.600 

2.600 


Sundry Debtors 

4.000 

9 

m • 

* 

7,700 
2,200 i 

1 

£9.900 

i Cash ... 

X.50® 

£9.900 


Under the Partnership Agreement, a partner retiring w^ en^^ tote 
‘A 4^^ Kie chare of the eoodwUl two years* purchase of his share of tiie p rofi^ 

W yirs pr^g his retb^ment. Tbe pra«s 

the debtors were to be tak^ 
bad^bts of the firm at the date of any retirement 

^viously used for the calculation of the amount of goodwilL These amoon 

agreed that A ^ould be paid out. with in^ at 5% 
halLWiy to^nents of £i .000 (covering interest and prmcipal) until discharged. 
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the first payment being made on June 30 following. So far as the debtors and 
creditors were concerned, interest was only to be calculated from the date of 
receipt or payment. 

You are required to show A's account at the close of the \'ear, assuming that 
the creditors were paid and the debtors realised at an average date of six months. 
{Chartered Accountants.) 

29. X and \ are in partnership. The profits are shared as to three-fourtlis 
to X and one-fourth to V. 

The Balance Sheet of the firm, as on September 30, was as follows 


Capital— 


Freehold Premises 

i 

20,000 

X . . 

iS.ooo 

Fixtures and Furniture 

2,000 

A" . . . 

. . 6.000 

Sundrv Debtors 

5,632 

Creditors . 

4,600 

Stock 

4,354 

Loan from X 

4,000 

Cash at Bank 

1.984 

Reser\''e Account 

1,400 




£ 34.000 


£34.000 


The partners decided to dissolve the firm and realise the assets. 

X agreed to purchase the Freehold for £i3,ogo, whilst Y took the Stock over 

The book debts realised 94^0 ^he Balance Sheet figure. 
The Fixtures and Furniture realised £1,742. The realisation expenses amounted 

tO;^784. 

Give the accounts necessar}* to show the result of the realisation. [Royal 
Society Arts.) ’’ 

30. In the firm of E and F. E is a general and F a limited partner. To the 

capital of the firm, which amounts to £25.000, F has contributed A,000, and out 

flitf ^ entitled to receive interest at the rate of per aSnum, and one- 

tenth of the remaining profits. E is entitled on account of his share of the profits 

to draw /i00 a ^onth At the end of the first vear the following figures are 
extracted from the books of the firm :— " 

Account, E. /2o,ooo: Creditors, /io,5oo: 
Debtors, ^S ooo; Land and Buddings, /is,500; Plant and Machinerv.''/7,5oo ■ 
Stock and Stores, 210,500; Cash, £2,400; E, Drawings Account, /'i 2S0 p' 
Drawings Account, Interest, /400; Profit and Loss Account, /S,ooo. ' ' 

fibres draft Trial Balance and prepare accounts showing the 

of r ^ partner and the position of their accounts before the balance 

of profits respectnely due is paid out. (Incorporated Accountants.) 

in partnership, sharing profits in the proportions of one- 
fialf, one-third, and one-sixth respectively. The X Companv, Ltd whose /i 

\ ^ and ' purchase the undertaking'of 

S cash), the consideration to be the takin^^ over of the 

labilibes and the allotment of 10,000 shares in the companv. The Balance Sheet 
of A, B, and C as on the date of purchase was' 


Creditors . 

A, Capital 

A, Undrawn Profits 

B, Capital 

B, Undrawn Profits 

C, Capital . 

C, Undrawn Profits 




2.863 

Goodwill . 

• « 

i 

2.000 

5,000 

Plant and Machinery . 

224 

Debtors . . ' . 

4, / 0.. 
. 5 168 

4,000 

Stock 

A710 

1S2 

Cash 

r,ooo 

♦ • 

• 091 

£13.306 


£'13.35b 
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partners agree amongst themselves that the bnlanre of cash r ranMnio g 
^ent of their undrawn prohts shaU be divided equally between them, 
y cannot agree as'to the correct division of the shares. Pte|>are 
bowing how in your opinion the shares should be divided, having regard 
market value. Ignore fractions. [CkofUred AccouniQUis,) 


32. Beil and Broughton were in partnership sharing a 

three-hfths and two-fifths respectively. They decide to tbOT 
Lyte Engineering Company, Ltd., as at June 30, at which date t 

Sheet was as follows:— 


aa to 
to the 


liui 


Bell & Broughton. 

BALANCE SHEET. JUNE 30. 


Liabilitiks. £ 

Capital— 

BeU . £15.000 

Broughton 10,000 

--- 25,000 

Bell, Loan Account . 2,500 

Sundry Creditors . - 7.500 

Reserve Account . • 5*ooo 


£40.000 


Assets. £ 

Cash in hand • £50 

Cash at Bank . 500 

- 550 

Sundry Debtors * 4.450 

Stock-in-Trade . 18,000 

Plant and Machinery . 6,000 

Fixtures, Fittings and 

Trade Utenals . • 1,000 


£40.000 


'Th^ r^mnanv aereed to purchase the Book Debts. Stock. Plant and 

Fixtures etc^^auid Goodwill, the consideration be^ £i 5 .o?>® “ 

Tc 000 shares^ /i in the Lyte Engmeenng Company, 

showing the final settlement between the partners. 


33. D, E, and F are equal 
as follows:— 


partners, whose Balance Sheet at June 30. 19 - 


Liabilities. 

D, Capital 

E, Capital 
Trade Creditors . 


£ 

20,000 

10,000 

5.00^ 


Assets. 

Plant and Machinery . 
Trade Debtors . 
Stock-in-Trade . 

F, Capital Account . 
Freehold Property 


£ 

12.000 

7.000 

6,000 

5.00® 

5,000 


£35,000 


£ 35.000 



•• .* 


They dissolve the partnership. The assets upon sale realise ^r^.ooo. and fte 

to v. Murray, yon are required to close to accmndn, 

lows:— 




• •4 
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Creditors . 

2,000 

Goodwiil . 

1,000 

Capital, X . 

6,000 

Propertv . 

4.000 

Capital, Y. 

3.000 

Debtors 

4.000 



Cash 

2,000 


i 11,000 


£ 11.000 


Z joins them on January i following, it being agreed that he shall receive one- 
tifth share of profits, the shares ot X and Y bearing the same relation tE> each other 
as heretofore. 

Z’s Balance Sheet is as follows:— 


Creditors 

Capital 


i 

1,300 Property 

a.000 Debtors 

Cash 


i 

2,000 

1,000 

500 


i 3 . 50 o 


iJ.Soo 


Before opening the books of the new partnership it is agreed that the following 
adjustments shall be made : X and V— 3 'alue of property to be reduced bj' -<'1,000 ; a 
Provision equal to 5°oOn Debtors to be made; Goodwill to be increased or decreased 
to aUow for these adjustments. Z—^ alue of property to be increased by £500 ; a 
Provision equal to 5O0 of Debtors to be made; Creditors to be increased to 
£,1,700; a Goodmll Account of ii,ooo to be raised and the balance of Z's Capital 
Account to be increased or decreased to allow for these adjustments. 

Sho« the opening Balance bheet of the new partnership, indicating the pro¬ 
portions in t\hich X, and Z will share in the profits and losses. 


35 - G. McArthur and C. Fitzgerald are in partnership upon the following 
terms. (<Jl The fixed capital of the partners is; McArthur, /i5,ooo; Fitzgerald, 
^ \ 5 “0 interest is allowed upon capital and charged upon drawings. 

[c] ftohts are shared—McAnhur, two-thirds; Fitzgerald, one-third, irf) The 
goodwill of the business stands in the books at £5,000, and McArthur is to be 
credited wnth 2 J 0 as interest on this amount and Profit and Loss Account debited. 
[e] The partners are entitled to draw each year on the last day of March lune 
September, and December as follows— McArthur, £qSo; Fitzgerald, £2qo. (/) 
Fitzgerald is to be credited, at the close of each year, with /500 as salary /loo 
of tnis amount is to be debited to McArthur's current account, and the balance 

supplied from stock 

in the ' no entries have yet been made 

Aou are to a^ume that all the above conditions have been complied with and 
the necessary- entries made m the books. 

were°ev^frf°H ^^".''^^ounts arising out of the above, the following balances 
lere exriacted trom the books of the firm as on December 31; Stock /t-- jSo' 

Freehold M Rehouse, £5,640; Fixtures and Fittings, £960 ; Additions and Altera: 

A2°i • 'petu^sTp ■' Purchases. £'62.462; Returns [Sales) 

,^*nnis (Purchaseb), 2941; Rates and Taxes AVarehouse./i,i4i ■ Office 

^136), /i,.77 Lignting and HeaTin,g (Warehouse, /3S5- Office /qs) .<'j8o 
Bank Overdraft, £2 067 ; Cash in handj £ioS ; Sundry Credito^ /9:7To"'su~nSy 
BdL^°R'Debentures;-, £2,000; Bills Payable /214’' 

ProtKfAn'ffir'^R Expenses, £1,587; Warehouse Wages 

?4S6 ■ ’ Office AS I f t Insurance (Warehouse, 

Oujvard. ^S^li 1ns£anc^?(^SI^ 

*6. hAi aASSSSSf LA'! ^ 
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You are required to prepare Trading and Profit and Loss Accounts for the year 
ended Decemb^ 3i» and a Balance Sheet as on that date. 

When preparing these accounts the following matters must be taken into 
consideration: (i) The error in the Trial Balance (£38) must be carried to a 
Difference in the Books Account.” (2) The quarter’s interest {5%) on the 
investment to December 31 has accrued due, but has not been paid or passed 
through the books. (3) Write off the follo^ving depreciations—Fixtures and 
Fittings, 15% ; Office Furniture, 5%. (4) The following items were outstanding 

at the close of the year, and no entnes had been made in the books—Wardiouse 
Wages accrued, ^^98; Office Salaries accrued, ; Insurance (Warehouse) pmd 
in advance, ^121. (5) Provide 5% for bad debts on tbe Sundry Debtors. (6) Write 
off one-half of the additions and alterations to warehouse. (7) The following 
valuations were made as on December 31: Stock, ;f2i,846; Vans and Horses, 
£1,400. (Royal Society — Advanced.) 

36. Peter Pink and Benjamin Brown are in partnership, sharing profits and 
losses, two-thirds and one-third respectively. Interest on capital at 5% is to be 
credited to the partners annually. The Trial Balance of their boolm at December 
31, 19..., is as follows:— 


P. Pink- 

Capital Account 
Current Account Balance, January i, 19... 
Drawing Account 
B. Brown— 

Capital Account 
Current Account Balance, 

Drawing Account 
Office Furniture . 

Sundry Debtors and Creditors 
Purchases and Sales 
Stock, January i, 19... . 

Carriage Inwards . 

Returns Inwards and Outwards 
Rent .... 


Carriage Outwards 
Discounts 

Provision for Bad Debts 
Advertising . 


Insurance 

Insurance, National 
Telephone 


Printing and Stationeiy 
Postage 


Electric Light 


Investment: 600 5% Railway Stock 

Interest on Investments 
Cash at Bank 
Cash in hand 


at cost 


£ 

1,004 


£ 

3»6oo 

120 


847 

840 

2.934 

37,060 

1,880 

292 

125 

375 

630 

56 


800 

180 

62 

27 

26 

133 

64 

117 

21 

18 

6 

L557 

1.293 

10 


1,600 

80 


854 

43,021 


220 


331 

500 



£50.357 £50.357 


The Stock at December 31, 19.^. is v^ued e„ded December 
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one quarter's rent is outstanding: rates unexpired, 1 ^ 6 Insurance unexpired. 
£21 \ six months’ interest accrued on Investment (less Income Tax at 4s. 
carr}' fonvard one-haif of the amount spent on Advertising; uTite off Bad Debts. 
/67; depreciate Of&ce Furniture at 5^0 per annum. 

37. The firm of Markham and Newbold (architects), to which you have been 
appointed secretaiy, has a capital of £5,000 provided as follows: G. Markham, 
/3,ooo: Alfred Newbold, £2,000. on which 5°^ interest is to be credited to the 
partner’s current accounts annually. 

The figures, other than those representing capital and interest, contained in 
the Trial Balance of the books at December 31, 19..., are as follows: Rent, £600; 
Sundiy- Debtors, £1,800; G. Markham, Current Account, credit balance, £740; 
A. Newbold, Current Account, credit balance, £360; Apprenticeship Premiums, 
£x, 2 oo; Sundry’’Creditors, £270; G. Markham, Drawings, £r, 100; A. Newbold, 
Drawings, £800; Salaries, £2,200 ; Professional Fees, £5.797; Furniture, £1,290 ; 
Investments, £2.500; Interest on Investments, £125: Telephone, £40; Cash at 
Bank, £2,350; Cash in hand, £20; Electric Light, £42 ; Printing and Stationery, 
£211; Drawing Materials, £270; Prints and Photos, £260; [Miscellaneous Ex¬ 
penses, £9. 

Prepare final accounts for the year ended December 31, 19... The following 
adjustments are necessary: Apprenticeship Premiums were for five years; four 
years to run from the commencement of the current year. Only three quarters' 
rent charged, one quarter due. Stock of Stationery in hand = £130, 


38. The firm of ^I and N consisted, on June 30, of two partners, sharing profits 
in the proportions of four-sevenths and three-sevenths respectively. The 
Balance Sheet at that date showed:— 


Capital Account, M 

8,000 

Capital Account, N 

6,000 

Creditors . 

7.500 

Profits not drawn 

1,400 


£22,900 


Land and Buildings . . 3,500 

Plant and Machineiy' . . 5.250 

Furniture and FLxtures . 800 

Stocks and Stores . 5.700 

Debtors .... 6,600 

Cash .... 1,030 


£22.900 


It is agreed to admit O into partnership on July i, on payment of /2,ioo for 
goodwill, divisible between M and N in the proportions in which they"provided 
capital and divided profits. 0 also brings in £4,000 capital. One-half the profits 
not ^awn on June 30 are to be divided between M and N in their respective pro¬ 
portions, the balance to remain in the business and to be credited in the same 
proportions to M and N's Capital Accounts. It is agreed that the Stock and 
Stores shall be reduced in value to £5,000. and that the reduction shall be charged 
to the Capital Accounts of M and N in the proportion of four-sevenths and three- 
sevenths. M, N, and 0 are to divide profits in proportion to their respective capital 
account as on July i. Show the respective Capital Accounts of the three partners 
as at that date, and state the proportions in which they will divide profits. Set 
out the Balance Sheet of the new firm as at July i. [hicorporated Accountayits.) 


39 * O. Fitzgerald earned on business as a manufacturer of rubber heels and 

sundries. On January i he agreed to admit C. Testout as a junior partner on the 
follovang terms:— j r 

, Account of £3,000 was to be opened, and a similar amount credited 

TVef ® Capital Account. Fitzgerald was to draw £40 per month, and 

jestout £30 per month. No interest was to be charged on drawdngs but 

"t allowed on capital. Testout was to pay in £^,000 in cash as his 
capital. Testout was to he credited with a salan^ of £250. Profits were to be 
shared as to Uvo-thirds to Fitzgerald and one-third' to TMtout 
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On December 31 the undermentioned Trial 
books of the firm:— 


Balance was extracted from the 


TRIAL BALANCE. DECEMBER 31. 


O. Fit^erald— 
Capi^ Account 
Drawings Account 
C. Testout— 

Capital Account 
Drawings Account 
Goodwill 

Partnership Salary 
Plant and 
Loose Tools 


Sales Returns 


Purchases Returns 
Machinery Repairs 
Stock (January 1) 

Bad Debts . 

Provision for Bad ] 
Carnage Inwards . 
Carriage Outwards 
Office Salaries 
Office Expenses 
Travellers’ Salaries 
Factory Power 
Bilb Receivable 
Factory Wages 
Rent and Rates (Factory 
Rent and Rates (Office) 
Factory Expenses 
Insurance (Factory) 
Insurance (Office) 
Discount Account 
Cash at Bank 
Bank Overdraft 
Sundry Creditors 
Sundry Debtors 
Office Furniture 
Motor Lorry 


(Jan 


uar>' 


) 


ion 


£ 

£ 


9,000 

480 

3.000 

no 


3.000 


250 


2,840 


520 

27.580 

108 


9.684 

312 

349 


3.872 


221 

400 

462 


524 


1.948 


362 


1,486 


1,642 


325 


4.894 


1,278 


163 


821 


248 


29 

84 

464 

4,000 

3.206 

9.862 


240 


1,400 



^47.582 ^47.58« 


You are required to prepare a Factory Worki^ 

Loos Accountfor the year ended December 31. and a Balance Sheet as on tiiat 

"^^^Tien preparing these accounts, the following ma^ 
consideratiOT Ms) The following depreciatioiis are to be 

Machinerv 10®;'; Office Furniture. 5%; Motor Lorry, 20 /*: Lp» Tro^iSV 

Saodiy Lo« Tool* were m«de by the firm’s 

irch^izS are to be transferred from these ^rounte 

befcMe calculating the above droreciation. (c) The Sto^ Am. nn fn /coo. 

^^^ued at® 4.092. (d) -rte Provision for bad debts a to be made up to ^500- 

^ A B and C were in partnership in a manufacturing and trading 

unda the' style of A B A Co., sharing p^to and losses 

and 1. Intweart was to be at the rate of 6% per annum on paitnos cafutBB 

at the rate of 5% per annum on Current Accounts. 
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Drawings are made quarterly by equal instalments on September 30, Decem¬ 
ber 31, March 31, and June 30. The following is a summary of the Current 
Accounts of the several partners for the year ended June 30, 1050 :— 


Balance \Cr.), June 30, 1949 
Profit and Interest for the year to June 30. 
1949, credited as on September 30. 3949 . 


Less Drawings 


A 

B 

c 


» 

J. 

.S40 

i 33 

11L' 

0 

1 

0 

h 5 -l 5 

- 5 - 

2,910 

1,693 

362 

^.500 

2,000 

300 

10 

1 T. ^302 

/02 

>w 


The following 
June 30, 1050:— 


Trial Balance was extracted from the books of the linn as on 


TRIAL BALAN’CE, JUNE 30. 1930. 


Capital, June 30, 1949— 

C 

B, Capital withdrawn March 31, 1950 
Current Accounts, June 30, 1950— 

• • • • 

B . . . . 

C . . . . 


Machinery', June 30, 1949 
Machinery, Additions since 
Investments . 


Bad Debt Provision, June 30, 1949 
Bad Debts 
Office Furniture 
Motor Lorrv . 

Rent, Factory 
Rent, Office . 

Power, Factory 

Heating and Lighting, Factor\ 
Heating and Lighting. Office 
Expenses, Office and Factory 
Goodwill . , . ' 

Interest on Investments . 

Stock, June 30, 1949 


Sundr}' Debtors and Creditors 
Wages .... 
Machiner\' Repairs 
Discount* 

Salaries and Comissions . 
Purchases 

Sales .... 

Cash at Bank 
Cash in hand 



C 

d. 

• 

4 - 

S’. 

d. 




25.000 

0 

0 




20,000 

0 

0 




4.000 

0 

0 

I ,000 

0 

0 







410 

0 

0 


0 

0 







62 

0 

0 

7.095 

10 

0 




300 

0 

0 




■i,oi3 

0 

0 







250 

0 

0 

^63 

m 

b 

0 




550 

0 

0 




390 

u 

0 




1.200 

0 

0 




^75 

0 

0 




510 

i 5 

9 




73 

4 

> 




39 

5 

9 




473 

0 

0 




5,000 

0 

0 







100 

0 

0 

r 

1 

S 

b 




4.4II 

I 

10 

3.571 

0 

0 

14.105 

14 

0 




500 

10 

0 




330 

b 

S 




i.b09 

5 

0 




59,106 

17 

3 







4-007 

J 3 

> 

317 

/ 

5 





9 

10 




£95.900 

13 

2 

495.900 

13 

0 


You are required to prepare Trading and Profit and Loss Accounts for the 
>ear ended June 30, 1950, and a Balance Sheet as on that date. In preparing 
these accounts adjustments are to be made in accordance with the following 
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instructions: i.r The Stock valuation on June 50, 1050, was £ 34-456 los. 2d. 

I ^ Tr.e Bad Debt Pro-visic-r. is to be made up t--* £500. .r; One-sixth of the Expenses 
IS t-4 be charged to the O:hco and the remainder to the Factor}-. The followins 
..-- - --1 - - T p . \\;^ 7 cs. I}-'-: Salaries, -^1^4 sj. 

•. .A.. A ^ ^ T 
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partner and purchase his share, the 
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tpoo; C. D.. 

Rent 

and 

Kates 

.£'250; Stock 

: .000; 

Pure 

I- 

£7,100; Re¬ 

Trade 

CreJ 

iitor?. 

id.100; Cash 

i'liice 

Burn 

i t uro* 

and Fixtures. 

OAvd. - 

c -0: 

Plan 

t and Machin- 

ants to 

prod 

lice to the executors 

Partne: 

■ship 

♦ 

lA-ed 

provided that 

IK ■: .. r 

.yj:-.. 

: Ac:. 





Chapter VIII 


COXSIGXMEXT ACrorXTS. JOIXT \'EXTURE ACCOEXTS 

I. COXSIGNMENT AcCOrNTS. 

A coxsiPERAELE part of the export and import trade of this rountr\ 
consists of goods sent on consignment to Briti-h aireiits hv foreier 
manufacturers and exporters, or by British manufacturers and t-xportr-p 
to foreign agents. The book-keeping records of consignments are baser 
upon ordinar}' double-entr}' methods, but special application of these 
methods is necessarx', owing to the fact that the propertv in good' 
sent on consignment remains in the consignor or shipper until actua 
sale of the goods is effected. 

Definitions.— In book-keeping terminologa’, goods sent bv a prin^ 
cipal to his agent for sale on behalf of the principal are tenned a cor.- 
sipiment. They are Consi^um^Kts Oi{t'u.ards from the point of ^'ie\^ 
of the principal, and Cousi^nmefiis Innards from the point of view o 
the agent. Consignments usually involve some element of speculation 
The principal in these transactions is termed the consignor] the ageni 
is the consipiee. Subject to any agreement between the parties, c 
consignee may pledge his principal’s goods. ,give valid receipts upor 
sale of them eit]^r for cash or on credit, and exercise a lien upon then' 
for any unpaid commission or expenses incurred bv him in connectior 
with the goods. 

C ^ 

A consignee is remunerated for his services as agent bv an agreec 
commission charged by him to his principal. This commission usualh 
takes the form of a percentage on the gross proceeds of sale of the good: 
consigned. VTiere the consi.gnee guarantees his principal against los: 
from bad debts, an additional commission, called a De! Credere Com- 
misston, is paid to him. In some cases, these two commissions arc 
merged into one percentage. 

The statement rendered by the consignee to the consignor, contain¬ 
ing detailed paniculars of the consignment, and detailed'particulars o: 
sales, expenses, and commission, and showing the net amount due tr 

the con:?ignor, is termed an Account Sales (A Sj. A specimen Account 
Sales is sho\™ on p. 24S. 

It is usual for the principal to forward to the agent a formal invoice 
for the goods tenned a Pro Forma Invoice. This is merelv a memoran¬ 
dum for the guidance of the agent, giving a description of the goods_ 

weight, quantity, quality, shipping marks, etc.—and sometimes alsc 
stating a minimum or reserve selling price for the goods. 

The all-important point to note in connection with consignment 
accounts is that, upon shipment of the goods, no sale has taken place 
and consequently no debtor exists. The consignee becomes a debtor onh 
^nen he nas sold the yoods. eitner in nhcle or in part. Indeed, the cori- 
^tgnee ma\ neter become a debtor at all, since, being an agent, he ma\ 
return the goods to the consignor, if he fails to selfthem.^ Htmce the 
need for the especial book-keeping methods emplo\*ed. 
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The records of outward consignments deal with the despatch of the 
goods, and the expenses connected therecHth, such as packing, freight, 
msurance, etc. The accounts are closed by incorporating the informa¬ 
tion furnished by the Account Sales rendered by the consignee upon 
sale of the goods. Finally, therefore, the consignor’s books record 
a complete bistort- of the consignment, viz. details of the consignment, 
the expenses incurred thereon both by consignor and consignee, the 
commission charged by the consignee, and the net proceeds of sale. 
The records of inward consignments show details of the goods, the 
sales effected and their proceeds, the expenses incurred, the commission 
charged, the net proceeds of sale, and the remittance or remittances 

made to the consignor. 

\Miere consignments are numerous, it is usual to keep a separate 
set of books for their service. These would consist of: A Consignment 
Ledger, a Cash Book, and an Account Sales Book. Consignment 
Accounts have a good deal in common with Branch Accounts. 

It is a frequent practice for the consignor to draw a bill of exchange 
upon the consignee for a part of the value of the gooi^ consigried, e.g. 
-- 0 ^^ Qf value. The bill would be drawm at the time of shipment, 
and'^made pavable at such a period after sight as will give the consignee 
time to dispose of the goods. The consignor may then attach the 
shipping documents to the bill and obtain an adc ance upon the bill from 

his banker. 


Consignments Outwards.— Consignor’s Books.— It j|as already been 
stated that goods sent on consignment remain the legal property of 
the consignor until sold. For this reason it is clear that he cannot 
debit their value to the personal account of the consignee. An account 
IS therefore opened under the caption Consignment to X —te 
consignee's name being inserted. This account is debited vath the 
cost of the goods consigned. A second account, called Consi^ments 
Outwards Account," is credited with a like amount, and, at the close 
of a hnancial penod, is finally closed by transfer to the consignor s 
Tradin'-' \ccount. In cases where the goods are mcoiced to the con- 
siguee at'a value above cost, it is essential that theproht thus antici¬ 
pated ^hall not find its way to the Trading Account. As in the case o 
'Branch Accounts, this is avoided either by fi) using two columns m 
(■.msimiments Outwards Journal (which contains details of all consign- 
niJmrt. for uD cost pricrt and ,6) invoice price, the 

iiatin- the profit bv debiting Consignments Outwards Account, 
/reditum Consignment to X Account with the excess of the ln^ ^ce p 
i-wer cort price An Adjustment .-\ccouiit, similar to that used in the 
rase of Branch Accounts, may be employed, but its use is cumbersome, 

bv the consipor in 

insuring them, etc., will be debited to the Consignment to X Account, 

t'or the appropnate creditors accounts being credued. j 

' i( nil iFdr.Ln on .ho con-.gnco a, .ho ..me ^ 

i,,b.!oJ, .A.,y fn..hor or,.no.o »-,ll h,.vo .0 awa.. roce.p. «l 



CONSIGNMENT ACCOUNTS 247 


the Account Sales from the Consignee. From the information con¬ 
tained in the Account Sales, the Consignment to X Account will be 
credited and the consignee debited with the gross proceeds realised by 
sale of the goods. The consignee will be credited and the Consignment 
to X Account \nll be debited" with the expenses incurred and the com¬ 
mission charged by the consignee. 

Should the consiernee remit bv draft, he will be credited and Bill- 
Receivable Account be debited. 

Wdien all the broods have been sold, the Consignment to X Account 
is closed bv transferring the balance 'the net profit or net loss) to Profit 
and Loss Account. If the account is closed off before all the goods 
have been sold, the stock must first be inserted at cost price (or market 
price if lower, the local market price being taken) on the credit side, 
and brought down as a debit balance to the next financial period. 
WTien valuing stock, it is permissible to include any expenses incurred, 
such as freight, insurance, etc., in so far as they can be attributed to 
the portion unsold. As regards the consignor’s expenses, these will 
usuallv relate to the whole consignment, including those goods alreadv 
sold, and a simple apportionment will be necessainx But, in dealing 
with the consignee's expenses, all those relating solely to goods sold 
must be ignored when valuing stock, and that portion only relating to 
the goods unsold must be included. 

Where practicable, quantity accounts will be kept to check the 
stock unsold at jny date. 

When preparing the Consignor's Balance Sheet, the important 
point to keep in \'iew is that all unsold consignments must be treated 
strictly as stoc/?, and so valued. 

Consignments Inwards,—Consignee's Books. —The consignee makes 
no entry in his financial books on receipt of the goods, although he will 
no doubt need some descriptive memoranda of quantities received, etc. 
His one obligation is to account to the consignor for the proceeds of any 
sales effected, less expenses, disbursements, commission, etc. Thus 
the only additional account necessar\' is a personal account for the 
consignor, which is credited with the proceeds of sales (cash, or debtors 
being debited) and debited with expenses and remittances (cash, 
creditors, or bills payable being credited). The consignee will calculate 
his commission ;usually a percentage on gross sales) and will debit the 
consignor’s account therewith, creating his owm Profit and Loss (or 
Commission Earned) Account. 

From the following example, it will be seen that the effect of the 
^^^tem outlined above is to eliminate the cost of goods sent on consign¬ 
ment from the Trading Account and to credit Profit and Loss Account 
with the net proceeds of sale. 


lUustratiQn. —Jacobs & Co. of Manchester consigned 20 cases of goeds 
to their agents, Denny cX Co. of Durban, invoiced pro forma as of a value of 
i.1,250 (being cost pius 25'--,.. Jacobs to Co. paid freight, insurance, etc., /4s 
and dre^ on Denny 6: Co. at 00 d 5 for ^ 1,000. They discounted the bill at a 
cnarge Oi £22. An Account Sales was received in due course from the consignees 
s o^wng gross proceeds 01 sale. £.1,525. The A S was accompanied bv a draft 
Ux^the finance aiter tne following items had been deducted: Commission. 

I /O I I Q del credere, landing and dock charges, storages, etc., £20. Show 
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the records of 
signors and 


transactions as they wonld 
, and sabmit an Account 


in the books both ol 
in the usual fonn. 


from Jacobs A Co., 
inv A Co.. Durban. 


pw 


Jacobs A Co. 






£ 

d. £ f. i. 

15 cases 

@ £70 

• 

• 

1.050 

0 0 

5 cases 

@ £95 

« 

• 

475 

0 0 

- 1,575 0 P 



Less — 

Landing and dock charges. 

storage, etc. . 
Commission, 6i% on £1,525 
Del credere, 1% on £1.525 . 


20 o o 
95 6 3 
15 5 o 


130 II 3 


Less Draft accepted against consignment 


L394 

I.OOO 


8 9 

o o 


Sight Draft herewith on Chartered 

Bank of Sooth Africa . . • £394 ^ 9 


E. A O.E. 

Durban. 

January 15, 19 


per pro. Dknny A Co. 
Jambs Abbrnstby, 
AuonnimU, 


\oU .—In actual practice, interest is frequently charged on dis 
from the date of their occurrence to the date of the Account Sales. 

JACOBS A CO.’S BOOKS. 
Consignment to Denny A Co., Durban. 


Dr 


Cm. 


19.. 


fo Goods on Consign 
meat Account . ) 
„ Cash, Freight, In* \ 
surance, etc. 

s Ac 

count: 

ng 
etc. . 

Commission. % . i 
Del Credere, x% 


9 f 




Profit and Loss Ac¬ 
count . 




!! 

■j 


ii 

?• 

I 




£ 

IJ»5 


«50 




£1.775 


Denny A Co., Durban. 


Ca. 



19 - 


To CoQsignment Ac¬ 
count, Gross Pro* 


1.525 


‘_ji 


j 1 

d. 

4 

S. 

’ » 

i 

» 

i 




0 

0 


1 0 

\o 


1 


* 

1 


Bv Bills Receivable 
Consignment i 
count: 


tt 


etc. 

r o mmi sao n , 6f% 
Del Credere, x% 
BOh Receivable . 



£ 



i^ooe 

1 

0 

1 


90 

0 


95 

6 


15 

5 


m 

S 

1 

£*d»5 

1 

1 

0 


5 

9 





























EXAMINATION QUESTIONS. 

- tm" *' Niger Coal Co., Ltd., consigned to Niger Sales, Ltd 

m Ulj-m, 2,000 tons of coal invoiced at 2or. a ton. The pit cost of the coal and 

the r^ freight (including wagon hire) to the port were i sr. and 45. a ton re¬ 
spectively. j -r 

On June 25 an Account Sales was received from the Sales Company showine 
1,000 tons sold at 32s. a ton; Ocean freight paid, 8j. a ton; D^k dues and 
^mnrrage, ;^88; Insurance, ;^12; Brokerage, ij%; and Commission, 2*%. 

m consign^ encl^ a bill for the proceeds, less expenses, and reported a short- 
age of weight of 40 tons on the whole consignment. 

Show the necessary accounts in the books of the Niger Coal Co., Ltd. 

brokers, seU " by order and on account and risk of ’ ' 
Pontifex & Rees, ex Bendigo at Australia, the followinir •_ 


Maris. 

/\ 

\/ 

Lot. 

Bales. 

Gross Wei^t. 
c. qr. lb. 

Tare and Draft, 
c- qr. lb. 


89 

25 

89 2 

4 

3 

2 

0 

at 2s. 

J.S.C. 

90 

28 

loi 3 

2 

3 

2 

15 

at 15 . 


uu. uie account 3ai« m proper form. N.B.-The candidate is himself 
specp the various charges likely to be deducted from the gross proceeS!^d 
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allot purely uommal amounts for each item, showing finally tiie net proceeds. 
(Royal SocUiy Arts.) 



3* T. Russell, a colonial merchant with an office in London, is an aggit Ra 
Messrs. Hall & Jones, of Christcharch, New Zealand, exporters 
lamb, etc. Included in the latter*s 19... season's shipments is a 
7,000 carcases (2,500 lambs and 4,500 sheep) shipp^ per s.s. Achilles. 
disposed of the whole of this consignment, obtaining orders as under at the prices 


► t> JlMu If llTw 


Dt of 


1.500 Lambs, we^h^ 50,000 lb. at 7s. per stone at 8 lb. c.Lf. 
1,000 Lambs, weighing 34,000 lb. at fis. gd. per stone of 8 lb. c.i .1 

2.500 Sheep, weighing 140,000 lb. at yd. per lb. ex store. 

2,000 Sheep, weighing 110,000 lb. at 6 d. per lb. delivered. 


The charges paid in London in connection with this consignment were as 
under:— 


Marine Insurance 
Fire Insurance. 
Storage Charges 
Port Rates 
Cartage . 

Claims . 


£ s. d. 
161 2 4 

2 10 I 
78 I 9 

3 10 o 
9 I II 

49 16 4 


Messrs. Hall & Jones drew a bill on their London agent at thirty days* si^t 
for £10,000 which was duly honoured at maturity. "Prepaxe an Account Saks of 
the consignment referred to, providing for London agent's commission at the rate 
of I % on the gross proceeds. 

Record all the transactions in the books of the consignee, opening the necessary 
accounts. (Incorporated Accountants,) 

4. A acts as del credere ag^t for B. In A’s books, which are made up to June 
30, 19.... you find the following accounts:— 


CONSIGNUBKT InWARDS ACCOUNT. 


To B, 10,000 bales 
„ Cash, Expenses of con¬ 
signment . 

„ Commission, 8% of 
lz,yoo 

„ Bad Debts incurred on 
Consignment Account 


£ 

5,000 

150 

216 

700 

jf6,o66 


By Sundry Debtors, 
bales sold 


5 .«>o 




2,700 

3.366 


/6 ,o66 


To Cash—5.000 bales 
sold 


. £2,yoo 



and Commis¬ 
sion 650 


Transmitted 




B. 


1,850 

3.396 


By Balance 

„ Consignment Account 


£ 

246 

5 .«» 




£5.246 
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A a<ki huw these accounts should be treated in his annual accounts, inad^- 
up to June 30, 19... \Miat answer would you ^Jve, and uiiat suL'c'c-stions v. juld 
YOU make? {Chartered Aecouniards.^ 

5. On May i, 19..-, A, of London, ships on consignment to B, of Cape 'f'-wi;, 
for sale by the latter upon A's account, 50 cases of c^oods invoiced pro (‘ ttKa at 
x^io a case. A commission of 3^0 is payable to B upon sales, and ail charges are 
borne by the consig'nor. 

A pays freight and insurance in London amounting t j ^ 3.}, and draws upon B 
at three months' sight for ^300 against the shipment. 

B sells for cash 10 cases at £iz a case on July i, iv---. 25 cases at /i ^ 10:., a 
case on July 15, and the balance on July 25 at ^,'13 a case, havinc’ accepted A’s 
draft on June 1. 19.... He forwards an Account bales to A on Julv 10. dc-ductmc’ 
the commission due and charges incurred, such charges amounting to ^27 for 
landing, storage, etc., and remits a draft for the balance. 

You are required to prepare the Account Sale-sand to show how the transact:^ n> 
would appear in the consignor’s books. [Chartered Secreianei.] 


II. Joint Ventures. 

Definitioo. — \ joint adventure is a partnership limited to a par¬ 
ticular trading operation or speculation. Such features of an ordinare- 
partnership as firm-name, and continuity of business relationship, are 
absent from a joint venture. The legal relationship between joint 
venturers has not yet been clearly defined, but Lord Eldcm once said 
that " a joint adventure is as proper a partnership as anv other." Each 
adventurer contributes capital in agreed proportions,' and shan-s the 
profit or loss from the adventure in agreed proportions. The close of 
the adventure terminates the partnership re ationship. 

Joint adventures usually relate to the purchase and sale of goods, 
but they may, of course, be entered into for speculati\'e purposes, c.g. 
dealing in stocks and shares, or e.xchange operations, underwriting etc 

Book-keeping Treatment.— If a separate set of books is kept for the 
venture, and a separate banking account opened, the natural method of 
book-keepmg is precisely similar to that laid doum for an ordinar\- 
oartnership and no further e.xplanation is necessar\-. If, as is more 
ikeh, one or both of the parties is a trader and the \'enture is mereh' 

special transaction entered into in the cour'C 

of his busmess, no special bank account being opened but an\- receipts 

or parents in the course of the venture being passed through the 

traders ordinary banking account, somewhat special treatment is 
necessart’. 

\Miere there are only two parties to the venture, two alternative 
metho^ of treatment are possible. The first method is to open a 
t yenture .Account in the form of a memorandum statement 

nrofifo fh from which is determined the total 

profit on the venture and its division between the parties. In the books 

them^ ves is opened a smgle account, headed " Joint \-enture with X " 
° posted all cash receipts and pav- 

J r ■ " P™ft^ has been 

\enture .Account and credited to his Profit and Loss .Account Anv 
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balance then remaining on the ^'enture Account then represents a sum 
payable to or receivable from the other party, and on the passing of a 
cheque for the amount in question the account is closed. The Joint 
^'enture Account, used in this manner, is theoretically a mixture of a 
nominal account and a personal account: in practice, as can be seen 
from what has been said, it is treated just as though it were a personal 
account. 

Under the second method, two accounts are opened in the books, 
one being a “ Joint ^'enture Account ” in which are entered all detailed 
transactions of both parties entered into in the course of the venture 
(strictlv a nominal account) and the other a personal account headed 
with the name of the other party. If both parties keep books, both 
can keep their records, independently, by either of the two above 
methods. If there are three parties to the venture, as sometimes 
happens, it wrU be best if one, at least, of them keeps a full detailed 
record in his books, using the second method and writing up a separate 
personal account for each of the other two parties; otherwise confusion 
is likely to arise. 

If interim accounts for the joint venture are prepared, under the 
first method the goods or other assets in question must be carried down 
as a debit balance on the memorandum Joint Venture Account, thus 
enabling a figure of interim profit to be ascertained. If the goods are 
in the possession of the trader who is preparing the account the amount 
must also be brought doun on the Joint \'enture Account in the books; 
if, however, thet' are in the other party’s possession this should not be 
done. The interim share of profit can be debited in the Joint ^ enture 
.\ccount. but it is easilv seen that the balance on the account does not 
at this stage represent an amount due by one party to the other. ^ 

If interest is computed as between the joint venturers, the indiridual 
joint \’enture Accounts are treated in a similar manner to Accoimts 
Current, interest on the items composing the accounts being debited 
or credited at the rate agreed. 


Rules for Joint \ enture Accounts Under the First Method. 

.ii Each venturer must open in his books a Joint \ enture Account, 
and must treat it as a personal account, debiting all patunents, charge;, 
interest, etc., and crediting all receipts and other credit items. 

'U VTien t'ne '/enture is concluded, each venturer must ;end a copt 

uf his personal account to each of his co-venturers. 

:/) Fromi the separate personal accounts, a combined Profit and 
Loss .Account must be prepared sho’ving the profit to be recei^ed, or 

the k-ss to be borne, bv each venturer. _ 

n/i The \-enturers from whom balances are due must renut those 

balances in cash to those venturers to whom they are due, thus closing 

the respective accounts of all the venturers. 


and V.'hue enter into a joint transaction in 
n-ent sumlus stores. Black acquirvS a ntiliion varus oi iinen at oa Fi:>aid^en 

h.... anl pa*>’5 caiii thereiiir piUS carriage , ^25.040.^ 


] ir.uar>- 


I. I 


• ^ 1 ? ♦ 

t ne 5nah ue 


It is agreed 

- . 10 j rer nt n:- forVarehousing charges, omce expenses. 

White sends Black a bill Ar ^lo.oco dated Januarv* i, ^ 

White pays advertising expenses, i500, on Febmart i. Biac 


davf ui erace'. 
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discounts the bill on January i, discounting charges 'to be borne by the ven- 
turei being ^'33. Settlement 15 to be made ever}' 3 months, until completion of 
the venture. Interest, computed in months, is to be taken at Fronts or 

Losses are to be shared: Black, three-fifths: ^^'hite. two-hiths. 

Sales were as follows:— 


3 months to March 31 : Black, coo,000 \-d.. ^ 10.000. 

White, 300,000 vd., dr6.S'v 

Each party collected the cash for their own sales: the due date of the 
receipts may be taken as March i in each case. 

3 months to June 30th : Black, 130,000 vd., -6.36’. 

White, 350,000 yd-. ^ 17.300. 

Due date in each case Mav i. 

White charged sundry expenses in the 3 months to March 31. ^00, and for 
the 3 months to June 30th. /73. 

Stock is to be valued at od. per yard. 

Black purchased a Motor Delivery van on Februarv i. at a cost of -^"300, 
valued as on March 31 at Black agreed to take this \ an over as on June 

30, at a valuation of £coo. 

Ac/c.—In the illustration, the accounts of the joint ^■e^tu^e in the books 
of Black and of White are ruled on at March 31 and lune 30, to indicate the 
entries made in the accounts before and after the combined Joint Venture 
Account has been prepared. 


The solution of the illustration, using the first method, is set out on 
PP- - 57 -- 59 - If the second method is used, the Joint \’enture Account, 
as set out in memorandum form on p. 250, will appear as an actual 
account in the books of either Black or VTiite (or both, according; to 
whether It is the books of Black, or White, that are in question), though 


posting to ciacK s perL_... 

shown separately from the sales by White. In Black’s books, however, 
instead of the " Joint \'enture with White ” set out on p. 257 there 
will appear a personal account with White as set out on p. 254: and 
con\ersely, in \Miite s books, instead of the account on p. 2sS there 
will appear a personal account with Black as set out on p. 255,^ 

arising in this illustration are worthy of particular note. 
(I) the treatment in each solution of the unsold stock and the 
motor van at the date when an interim balance is struck. It should 
be noted th^at m each case the provisional settlement between the parties 
Is on the basis yy these assets are being financed bv Black. It is 
ysumed that this is as agreed; of course, it need not necessarilv be '=0 
In real transactions each case would have to be dealt vath accordin-V 
u hate^ er agreement was reached. In the second method of solufion 

a credit balance equal to the amount in- 

on the hand, there is a (debit) balance 

r / F ^ Account only, and no balance appears on \\Tiite’' 
account after th^e provisional cash settlement. This coae^ponds to 

recognition Of the fact that the assets in question are treated as the 
propeny of, or as being financed by, Black 

yeatment of interest. Under either method if all interest 
i \hether debit or credit) is posted to interest account, a result will be 
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The following are the transactions: 19... May i, Bought from Stone Sc Co 
Goods T.60. i60,000; May 2, Brown handed to BakerC £5,000; Mav 4, Paii 
:?tone 5 ; Co., on account. £.6,coo: May o. Parker Bros., paid on accounC /io,ooo 

Goods to !^arker I^os.. T.20. £25.000: May 11, Sold Goods to River 



£750 : Received from Rivers d: Co.. £44.000 : Mav 30, Paid Stone & Co., 142 000 

Out of Pockets charged by Baker. £ioo: May 31, Baker paid Brown balance du 
to him. 

Make the necessary' entries in Baker’s books and prepare a general statemen 
showing the result of the venture, {hisiitut: Bcc'k’kecteys.) 

2. Black and ^^'hite entered into partnership upon equal terms as to profits 0 
losses of the \'enture, for the purpose of perfecting an invention with a view to it 
sale to a Syndicate. No interest was to be paid^upon Partners’ Capital prior t 
division of results. Black contributed C300 and Wnite £150 to cover the cost c 
e.vperiments. White giving his personal services without salarw 

Upon the completion of the necessart* experiments the purchases and expense 
were found to have amounted to /47.S. Black then advanced a further /50. an 
\Miite paid C22 for Patent fees. etc. 

The invention was sold by them to a Syndicate for £i,ooo in cash, which wa 
paid to them, and 1,000 fully paid shares 01 £i each lUthe S}'ndicate, and thes 
were dulv allotted. 

Upon dissolving the partnersr.ip. WTiite arranged to take over the stock c 
materials at an agreed valuation of £36. and undercook to discharge outstandin 
liabilities df any;. Black consented to take over the £d,ooo fullv'paid shares a 
an agreed valuation of 

Prepare the accounts necessar\* UDon the dissolution of partnership. 

Sociciv of .-J rij-.'. 

3. Mr. John Black and Mr. Edward Thompson agree to import Swedis 

timber into this country. On May i, 10..., they open a Banking Account und€ 
the style of " Black 5 c Thompson ” for £2.400. towards which John Black contr 
butes £i .400 and Edward Thompson £ i .000. they dividing profits or losses pro rat 
TO their cash contributions ;say. seven-twelfths and five-twelfths respectivelv 
They remit to their atrent in Sweden hi.Soo to pay for the timber purchased 01 
there, and, later on. a further £ioo in settlement of his account. The Freigh' 
Insurance, and Dock Charges are all paid on this side, and, together, amount t 
£400. On December 31. 10..., the various sales have realised £2,400 net, whic 
enables them to repay themselves ^taking no account of interest! the cash n 
spectl^■elv advanced by them on May i. 19... The venture is then closed b 
John Black takinz over the balance of timber unsold for £3So, and for which t 
pavs a cheque into the Bankinz Account. How much Cash Balance does th 
leave for final di\'ision by way of profit, and hov.- is the same apportioned betwee 
john Black and Edward Thompson as their respective share of profit thus realise 
on the venture? c;'Puo.Grs.^ 

4. Brown and J'-nes enzaze in a join: speculation in timber, the former beir 

in Russia and the latter in Enzland. A bankinz account in their joint names 
opened on February 10. to ... Brown pays in £500 and Jones £660. The follo\ 
inz are the transactions: 10... February 15. Bought cargo in Riga from 1 
Sandherr valued disc^'^unt at 5*-, £f'00 Ss.: Accepted Sandherr s dra 

at 3 m d. £000 February 17. Paid expenses loading at Riga, £2S os. 6 d 
Paid freizhl: to Hull. £o 3 17s. o.f.: March 23. Sold Robinson logs, £165 iSs 
Received cash, less 5U. £157 i2'. :,f.: March 24, Bought from M. Reimann f 
cash carzo of timber, net : April 20, Paid shipping charges and freight. £21. 
April 24. Sold M. Johnsm deals, net .337; Received his acceptance at 2 month 
*^^7: Mav 17. S'.dd 1 . lames carzc-' purchased from Reimann, net £1,260; R 
ceive i his acceptance'at'! month, £1.260; June 30. Stock, balance of Sandhen 
cargo, valued at £Aii. On June 30 the speculation was closed by Jones takh 
over the stock at the azreed value of £311. less 10'-^.. .Adjust the accounts 
betw*-:*en the partners at June 30, to— allowing interest on the amounts depositi 

at 5 ''o- 




Chapter IX 


LIMITED COMPANIES 
Company Formation 

All references are to the Companies Act, unless otherwi: 

stated.] 

The trading records of Incorporated Companies, whatever the particula 
business carried on, are precisely the same as those of sole traders, c 
partners conducting similar businesses. Apart, however, from th 
usual commercial books of account, there are, in the case of companie; 
certain books and registers which need to be specially considerec 
Some of these books and registers are obligator}- under statute, whil 
others, as tvill be explained later, are convenient in use and save time 

Definition.— An Incorporated Company consists of a body of person 
united for certain definite purposes under royal or’ lemslativi 
sanction, in such manner that they form a corporate body^ i.e. ai 
entity recognised in law as a distinct legal personality capable o 
holding property in its oera right, of incurring obligations, and o 
suing and being sued in its own name. Subject to its Memorandun 
and Articles of Association, a Limited Company has the same con 
tractual powers as a firm or private person. 

Methods of Incorporation. 

of three ways, \-iz. bv 

(а) Royal Charler.—This method is, nowadays, rarely adopted 
exce^ in the case of companies formed for Colonial development 
The East India Company (T6oo) and The Hudson's Bav Company 

under Ro}-aI Charter. A modem example 
IS Ihe Bntish South Africa Company (1SS9). 

(б) Special Act of Parliament.—jht Bank of England (1604) and 

such undertakmgs as the Bntish Railways afford examples of this 
mode of incorporation. ' 

(c) Registration under “ The Companies Acts." * 

December 31, 1949, there were on the Register 12,075 Public 
23T48T'Sviftr^ ag^egate paid-up capital of /g,854,000,000 and 

fStTn-r/A’’' “PitalVall compares 

silgiitly under £6,000,000,000. 

In Company Acts of Parliament was passed in the vear iSa. 

t IS 


Companies may be incorporated in oik 
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Kinds of Incorporated Companies.—There are three classes of In¬ 
corporated Companies, \'iz.:— 

(a) Companies limited by Shares. 

\b) Companies limited by guarantee (\Hth or without a share 
capital). 

[c) Companies the hability of whose members is unlimited (with 
or without a share capital). 

In class (f/) the Memorandum of Association limits the liability of 
the members to the dehnite amount which each undertakes to contri¬ 
bute to the assets in the event of the liquidation of the company while 
he is a member, or within one year of his hating ceased to be a rnember 
(S. 2 j"). In class (c) no limit is attached to the liability of the 
members. Both these classes, [h) and (c), are quite unsuitable for 
commercial undertakings, and are so seldom met with that no further 
consideration will be given to them in this volume. It is with the 
formation and administration of companies limited bv shares, class [a], 
that this and the succeeding chapters are concerned, for the vast 
majority of incorporated companies in existence to-day are so limited. 

Advantages of Registration.—Registration as a Company confers 
many ad^•antages not possessed by a firm or sole trader. Registration 
facilitates the raising of fresh capital, increases financial resources, and 
so enhances credit, expedites extensions and amalgamations, and 
permits arrangements to be made for employees to acquire an interest 
in the business. The death or bankruptcy of members does not affect 
a company’s existence, neither does the transfer of its shares from one 
person to another. Doubtless, however, the most popular advantage 
is the limitation of the liability of the members with the ensuing 
protection of their personal estates. Briefiy stated, no member of a 
company limited by shares can be called upon to contribute any sum 
bevond the nominal value of the shares he has agreed to take. MTien 
once he has paid the full nominal value of the shares for which he has 
subscribed, he is entirely relieved from any further claim to contribute 
towards the company's liabilities. He may lose the capital he has 
invested should the company fail, but no matter how involved in debt 
the company mav become the anrount of his subscription to the capital 
fund marks’the limit of his liability.* 


Sixteen amending Acts were passed. The provisions of those Acts, known as 
“ The Companies Acts, iSoc-iooS," were, with additions and amendments, re¬ 
enacted in the great Consolidation Statute of looS. Three further amending 
Acts were passed which, with the Act of looS, were kno^^"n as " The Companies 
Acts, ipoS-1017.” In 1025 an important amending act came into force and 
was'quickiv followed by the Companies Act, 1029: this was a consolidatag Act 
combining the new provisions of the IQ2S Act with the earlier^legislation.^ In 
1047 came the Companies Act. 1047, which introduced a number of new pro\TSions, 
manv of which were of great importance. Before these_ pro^'isions actually twk 
enect however (with a few exceptions*, the whole of the existing legislation 
oincludins all the provisions of the Act of 1947) was consolidated by the Compames 

Act. 104S, and this came into full force on July i. 104S. v. • 

“ The liabilitv of the members of a limited companv carr^'ing on the business 

of bankine. and issuing notes, is. in respect of the note issue, unlimited. 
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IllustraUmi.~On April i, Rayon d'Or, Ltd., oSered for public subscription 
100,000 ordinal)- shares of 11 eacn. payable as to 55. per share on application 
55. per share on aUotment, and los. per share on May i. On April 2 Geor-e 
Dickson sent in an apphcation for loo shares together with his cheque for 

t 5 . the too shares werelllotted‘to 

him, and on the day following he fonvarded a further /25 fsj per share allot 

ment money). On May he fortvarded /50, being the "final call of ^os per 

share. George Dickson s habihty on the dates mentioned was as follows:_ 


‘^P’^ I' As application monev paid. 

April 6- ^50, ».«. 175 less /25 allotment monev paid. 
May I. >il, the balance of /50 having then been paid. 


However unfortunate the history of Rayon d'Or. Ltd., mav subsequently prove 

to be, no lurther claim can be made against Georee Dirt-'nn cvi T' P j 
for his 100 shares in full. ^ ^ hdckson, since he has paid 


The only events in which the shareholders’ liability 
unlimited are:— 


mav become 

«r 


(a) If at My time the number of members of a comoanv is 
reduced, m the case of a pnvate company, below two or^in\he 
case of any other company, below seven, Md it carries on business 
for m^ore thM slx months while the number is so reduced every 
member of the comply durmg the time that it so carries on busmeS 

in membership below two or several the ca^e mt be S‘“b" 
contracted durmg that time (S. 32). company 

people converted their businesses into limited 

defeated In L“?rkl“^es e "'^e thns 

of biikruptoy. And £ £ai£ “■";«eions, or act! 

information at the disposal of the Registration places 

at Bush House and a soUent documents filed * 

confidence of its creditors from the 

creditor, from the easy access to the filed documents. 


tompany Contrasted with Finn.- 

tabular form the main distinctions 
Shares and a partnership 


It may be useful to set out in 
between a company limited by 


Companies for regiSalaon.*’ “ delivered to the Registrar of 
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Parfyiership. Limited Company. 


(a) The partners in a firm are indi¬ 
viduals acting together in partnership 
as thev mav mutuallv asrree amongst 
themselves, or, in the absence of agree¬ 
ment, in accordance \\'ith the Partner¬ 
ship Act, 1S90, or agreement may be 
implied by a course of dealing. If they 
so desire, partners may vary the terms 
of the Act in certain respects. The 
capital of a firm may be increased or 
decreased by agreement between the 
partners, or by trading gains or losses. 
A firm is not in England a separate 
entity, although in Scotland it is. The 
members of a partnership may not 
exceed twenty^ in number, and if the 
business carried on be banking they 
mav not exceed ten. 

(b) The liabiliU' of a partner (except 
a limited partner) is co-extensive -with 
the whole of his property. Eveiy 
partner in a firm is jointly liable with 
his co-partners (in Scotland severally 
also) for all the debts and obligations 
of the firm incurred M'hile he is a 
partner. Judgment obtained against 
a firm is judgment against all the 
partners of the firm jointly. 

(c) All partners (except limited part¬ 
ners) can take part in the management 
of the business of the firm; and all 
have access to its books. A partner 
can bind the firm and his co-partners 
so long as he acts within the ordinary’ 
scope of the business, or -within the 
special authority delegated to him by 
his co-partners. He is an agent of the 
firm and his co-partners for the pur¬ 
poses of the business of the partnership. 
A limited partner, however, can only 
" advise," for, if he takes any part in 
the management of the business, he 
becomes liable as a general partner. 


(if) A partner cannot, except by 
agreement with his co-partners, sub¬ 
stitute another partner for himself. A 
limited partner, however, cannot pre¬ 
vent a general partner from transferring 
his share. The death, bankruptcy, or 
retirement of a partner (where these 
events do not result in the winding-up 
of the partnership), or the bringing in 
of a new partner, has the eSect of 
creatine a new firm. 


(a) A company is a legal entity 
itself, distinct from the members V 
hold shares in it. It is governed 1 
the Act of 1948, which it cannot ov( 
ride. Its powers are determined by: 
Memorandum of Association, and c 
be altered only by sanction of the Coa 
Its capital is fixed by its Memorandu] 
and cannot be alter^ except under t 
powers conferred by Statute. The 
is no limit to the number of shaj 
holders (except in private companie 
but the statutoiy minimum number 
shareholders must be maintained, i 
seven in a public and two in a privs 
company. 


(b) The liability of a shareholder 
limited to the amount which he i 
agreed to contribute to the capital 
the compan}’, and when he has pj 
that amount to the company, 
further Hability attaches to hi 
Judgment against a company is r 
judgment against the shareholders in 
\ddually, but against the company 
its corporate capacity. 

(c) A shareholder has no power 
bind the company, or to bind his ( 
shareholders; nor has he any right 
take part in the management of 1 
company, or to inspect its books, exet 
as may be allowed by the Articles. I 
conduct of a company*s business t 
volves upon the Directors. The ai 
of the Directors are governed by 1 
Articles of the company, and thi 
cannot be altered except by spec 
resolution passed by the sharehold 
in general meeting. A shareholde 
influence is confined to his vote on 1 
occasion of ordinary’ or extraordine 
general meetings convened by 1 
Directors, or in certain cases proric 
by Statute, by the members the 
selves, if the directors default in call 
such meetings. 

(<f) A shareholder can transfer 
shares as he pleases, subject to 1 
Articles of Association, which, in 1 
case of a private company, must resti 
transfers. No matter what chani 
may occur in the personnel of 1 
shareholders of a company, c 
poration remains the same entity. 
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(e) It is not obligator)’ on a firm to 
appoint auditors or to hold meetings. 




{e) A limited company must annually 
appoint auditors, and must hold certain 


meetings. 


(/) Partners can make any agreement 
thev choose, and can var\’ the terms of 
the partnership when and as they 
please. 


(g) There is no Statutor}’ provision 
requiring a partnership to keep books 
of account, although it is practically 
essential, and the failure to keep books 
may be an offence if the firm becomes 
bankrupt. 

(A) A partnership can be brought to 
an end by agreement at any time. 


if) Companies are bound by their 
Memorandum and Articles, and though 
the latter may be varied there are some 
things not allowed, e.g. the company 
may not buy its own shares. 

(^) A limited company must keep 
proper books of account, and prepare 
a Profit and Loss {or Income and E.\- 
penditure) Account and Balance Sheet 
ever)’ year. Severe penalties attach to 
default in this respect. 

(h) A hmited company can be 
brought to an end only by being struck 
off the Register by order of the Court 
or where it has ceased to function, or 

by being wound up bv the Statutory 
Process. 

Sta^tory (or Parliamentar)’) Company. —These companies are 
quite chstmct from Companies incorporated under the Companies 
Acts They are mcorporated by Acts of Parliament speciaUv passed 
for the regulation of certain classes of enterprises, the majoritv of 
which are lomed for the purpose of undertaking work of a public 
character. They are not required to add the word “ Limitedto 
their names, and are not bound to permit inspection of their share 
registers as other Companies are. But thev must keep open for 
inspection without charge a Shareholders’ Address Book Table \ 
does not apply to these companies, which are governed bv the some¬ 
what antiquated regulations contained in the various' Companies 
Clauses Consolidation Acts, 1S45-1S99, so far as the special acts of the 
undertakings do not exclude or modify them. 

“ Company —Any !«■«« or more persons mav combine to 

eSe?f ” ">»« "iav form and 

register a private company. 

on S than ten persons shall be formed to carrv 

naH- banking unless it is incorporated (S. 429); and no 

partnership of more than twenty persons shall be formed for carndnc^ 

SSleTs^itlsInrom^ acquisition of gain 

It IS incorporated, or is a companv engaged in workin‘^ mmes 

mthm the Stannanes [mines in Devon ahd Cornwall^ and <;ubiect to 

the^junsdrction of the court exercising the Stannaries jnrilction 

company lybe 

Usual Procedure in Formation ~of Company. usual ^tens in thp 
( ) he Memorandum of Association, and the Articles of Associa^tion! 
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(2) The prelmhnan' contracts. (3) A statement of the nominal capital. 
(4) A list of the persons who have consented to act as directors. 
(5^ Where the directors are appointed by the Articles thev must, either 
personally or by an agent authorised in writing, sign and hie (a) a 
written consent to act as directors, and (6) if they have not signed the 
Memorandum for their qualihcation shares they must sign a contract 
to talce and pay for the necessart’ shares (S. iSi). (6) The statutorj- 
declaration that all the requirements of the Act have been complied 
with. 

All the above documents must be duly signed and stamped and 
lodged with the Registrar of Companies, who, if satished that ever\^- 
thini? is in order, issues, on the second official dav after the fees 
and duties are paid, a certificate that the company is incorporated 
and is limited. From the date of incorporation mentioned in the 
certificate, the subscribers to the Memorandum, and all other persons 
who may from time to time become members of the company, are 
a bod^■ corporate ha\'ing perpetual succession and a common seal but 
with such iabilitv to contribute to the assets of the company in the 
event of its being wound up as is mentioned in the Act (S. 13). The 
company has also power to hold lands (S. 14). 

The next step is to obtain the necessart' capital. This is effected 
bv the preparation and issue of a Prospectus, containing such particulars 
as are required by the Act, inviting the public to subscribe for the 
whole of the company's share capital or debentures, or part thereof. 
The prospectus cannot be issued until a copy signed by each Director 
or proposed Director named therein has been duly filed with the 
Registrar.* 

^Should the issue prove successful, i.e. should: [a) the amount 
stated in the Prospectus as the nuniynum subscription upon which the 
directors mav proceed to allotment be taken up by the public, and {b) 
the amount pavable on application on each share, which must not be 
less than s - ,of'the nominal value of each share, has been paid to and 
received bv the companv, then the directors may proceed to allotment 


47 • 

public ciemparu" which does not issue a prospiectus, or which has 
issued a preispectus but has ncit proceeded to allot any of the shares 
offered t^e the public for subscription, must at least three days before 
the first allotment of anv of its shares or debentures file \vith the 
Recistrar a Si.iten:eKt in Lieu of Prospectus signed by everv' director or 
proposed director of the company in the form and containing the 

j'articulars set out in the Fifth Schedule to the .A.ct (S. 4S). 

Th.- C'jinpanv havim: been duly incorporated and the required 
c.ipital h.ivini: been ^ubscnbed bv the public, a statutory declaration 
must be tiled th.it; a) the minimum subscription t has been allotted, 
,i:'. l thvit 1'' everv director has paid to the company in cash the same 


M 1 


In . ru.r t > savn tinw, the rr.spectus is sometimes registered pnor 


•• ♦ * 


7'xh'; v.iti.t rv Uec’arav n nfi.i rv a company which has filed a sUtement 

ctU' : ' r t rvi'vT X " rFiinirr.uni suViScription,’ which applies 


U. V--** 4*.^ 


. ^ ft i k ^ 


a :t> srectus. 
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proportion per share on the shares taken or contracted tu be taken 
by him for cash as is payable b}' the public per share on application 
and allotment, or in the case of a public company not issuin'^ a Pros¬ 
pectus on the shares payable in cash. Thereupon, the Registrar shall 
certify that the company is entitled to commence business and the 
certificate shall be conclusive evidence of the fact (S. 109). 

A public company may simultaneously issue both shares and deben¬ 
tures. The promsions as to minimum subscription apply onlv to a 
first allotment of shares offered to the public for subscription and not 
at all to a debenture issue. But in the case of a second or subseouent 
offer of shares, the amount offered for subscription on each previous 
allotment made mthin the two preceding \'ears, and the amount actually 
allotted, and the amount, if any, paid on the shares so allotted must be 
stated m the prospectus (Fourth Schedule, Part I, 6). 

Public Company.— The expression " Public Company ” occurs no¬ 
where m the Acts, and is not a statutory^ term: as used in practice it 
simply means any company which is not a " Private Company ” and 
^ the pronsions of the Companies Act apply to all companies except 
m so far as the Act may state as regards particular proyisions that they 
are not to apply to a pnyate company. Although only se\ en members 
are necessaiy- to form a public company, the number of members may 
be increased to any e.xtent, so long as’the total amount of the shares 
issued by a company does not exceed the total capital which it is 
authonsed to issue by its Memorandum of .-Association. 


Private Company.-Section 2S defines a priyate company as one 
which by its Articles of Association^ 


(a) restricts the right to transfer its shares; and 
( ) limits the number of its members to fifty, not includin'^ 

employment of the compan\- and personi 

were while m such employment, and iJe continued after the dS- 
TcTh employment, to be members of the company md 

cl,. - ? invitation to the public to subscribe for anv 

shares or debentures of the company. 

The documents required on registration of a private company are • 
to b;'&dT„deTsTT'T“Llf "1teqoirod 

coS^an,^" 11 a priva'S'compal.'riltost 
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Artioles so that they no longer include the pro\’isions which constitute 
it a private company, it immediately ceases to be a private company, 
and must file a prospectus or a statement in lieu of prospectus within 
fourteen days of the alteration. (The form of statement in lieu is set 
out in the Third Schedule.) If a private company fails to comply 
vith the proWsions of its Articles of Association which confer upon it 
the pri^•ileges of a private company it ceases to be entitled to the 
exceptions granted by the Act, though, where the failure was in¬ 
advertent, the Court has power to reheve the company from its 
consequences (S. 30). 

Joint holders of shares in a private company count as one person 

(S. aS ;a'). 

Pri\'ate companies are extremely popular, especially in connection 
with “family” businesses. By registering such a business as a 
company, the owner can enjoy the advantages of a partnership without 
its attendant risks of unlimited liability. He can admit his emplo3'ees 
to a share in the business, and can dixide his capital amongst the 
members of his family \nthout disturbing the financial arrangements 
of the business, or burdening the beneficiaries with unlimited liability. 

A private company enjo\-s certain pri^ileges which are not shared 
bv a public compan\-. Exactly what those pri\'ileges are depends on 
whether or not the company, in addition to being “ private,” fulfils 
the conditions laid down by the Act for an “ Exempt Private Company ” 
(see belowb The following exemptions apply to all private companies, 
whether “ exempt ” or not:— 


.1) It need not file a prospectus or statement in heu of prospectus 
1^- 4^ G'C 

(i 'i It is exempt from the formalities as regards the filing of 

consent of the first directors to act (S. iSi (5) ib)). 

fc) It is exempt from the restrictions on the commencement of 
business, and can exercise borrowing powers immediately on 
registration : 5 . lOQ l~) (a)). 

^ f.n It need not hold a “ statutor}' meeting ” nor prepare or 

circulate the " stcnutorv report ” 130 (10)). 

ic'i It must have at’least or.t, but need not have more than one, 
director, whereas “ public ” companies must have at least two 
directors iS. 1761. (Note that a sole^director cannot also act as 
secrctaiw, even in a private company (b. 177).) 


The following pricilege, which all private companies enjoyed under 
the 1020 .\ct, hu' been taken away by the 194S Act from all private 
compames, w’hethrr exempt or not'; under the 1929 Act there was no 
compulsion (though there might of course be, and usually was m the 
case of ordinaiw shareholders compulsion under the company s Artie e^ 
to circulate accounts to the members. The 194S Act allow^s no such 
exemption, the obligation to forward accounts to a//member (even 
th-'e holdin;: prefr-rence shares) applies to all companies (S. 15^)- ^ 

Einallv amonc the privileges enjoyed by exempt private companies 

A ' 

■'•nlv are these two :— 
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(/) They are exempt from filing a Balance Sheet (and annexed 

documents) with the Registrar (S. 129), but instead must file a 

certificate that the conditions of exemption ha\’e been complied with 

(g) It is not illegal (as it is in the case of other companies) for 

an exempt pn\ate conipan\ to lend n'ione\’ to its (hrector[s) (S 
190 (i) {a)). 

.—An exempt private companv is cietined 
by the Act as one which complies with the conditions set out in S. 

129 (2) and the Seventh Schedule. S. 129 (2) la\'s down that the 

number of persons holding debentures in the companv must not be 

more than fifty no body corporate may be a director of the companv 

and there must be no arrangement whereby the policv of the companv 

can be determined by persons other than the directors, members, or 

debenture holders. The conditions laid down in the Seventh Schedule 

(to which, however, there are certain exceptions which we will not so 
into here) are that:— ^ 


The general effect of these provisions is clear enough. Thev restrict 
me'rSf ■ ”pnva°te ” "t”'' f" ' “ 

merely pm ate m the technical sense used elsewhere in the 
Companies Act, but are also " private " in the even dav sense of Jhe 

I'l!”?' perhaps make the point clearer Suppose 

o? X M S'' h V"' of he dTeltoh 

° i‘;d'hr ”1 ‘'“S'w could uot have been 

ibers Xh XS XXX?! pl,ii'"''c'otpaX 

Xiis xXmst'oX ■X'?'! i!tr{ X 

■five it rnntrni Y T n ' XX’’ -Ltd., IS large enou^h to 

XX b^red °Cou-seoul'X 

iXlLTat'uXXXuXsTfli'Ttd"' 

cos^of acquisiffon would be included as 'an Sset m^ffiakn^^sVeet 

sw;r XstXV'lrPrSrdAXT^^^^^ 

show' an\' dividends received fmm y t would 

iL" 

directors of Y Ltd like to dis^rwT 

sz rd^^. ^ 1Wti" r “ 

the accounts of X ltd cAnf + “/fiemoerot i, Ltd., does not have 

01 a\, ^td., sent to him automatically as he does the 
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accounts of Y, Ltd., nevertheless, he can inspect them on the file if he 
cares to do so. 

It may be remarked that if, in the case we have just been consider¬ 
ing, Y, Ltd., is itself an exempt private company emd if the total 
number of shareholders in X, Ltd., and Y, Ltd., together is not more 
than fifty (excluding employees and counting joint holders as one), 
then X, Ltd., will itself continue to be an exempt private company. 
This is one of the exceptions referred to on p. 268. 

Memorandum of Association.—This is a company’s charter of 
incorporation. It sets forth the conditions on which the company 
exists and defines its objects. All acts exceeding the powers taken 
in the Memorandum are ultra vires the company, i.e. beyond its powers, 
and are consequently null and void. 

The Memorandum of a company limited by shares must state;— 

{a) The name of the company with “ Limited ” as the last word 
in its name. 

(b) Whether the registered office of the company is to be situate 
in England or in Scotland. 

(c) The objects of the company. 

{d) That the liability of the members is limited. 

(e) The amount of share capital with which the company pro¬ 
poses to be registered, and the division thereof into shares of a fixed 

amount. 


No subscriber to the Memorandum, i.e. the seven or the two signa¬ 
tories, may take less than one share, and each subscriber must write 
opposite to his name the number of shares he takes (S. 2). The 
Memorandum must be stamped as a deed, and be signed by each 
subscriber in the presence of at least one witness who must attest 


the signature (S. 3). 

Xiune of Company.—S. 17 provides that no company shall be 
registered by a name which in the opinion of the Board of Trade is 
undesirable," This provision differs from the corresponding provision 
(S. 17 also) of the Act of 1929. That section included various specific 
prohibitions, the most important from a practical point of view 
probably being that which prohibited the use of a name identical \vith 
that of a companv already registered or so nearly resembling it as to be 
calculated to deceive. Among w'ords which the Board would ordinarily 
prohibit are " Royal," " Imperial.” “ Municipal," or " Chartered 
The words " Red Cross ” cannot be used wuthout the authority of the 
Armv Council. Certain other words are also protected by various Acts. 

.■\nv company may, by passing and registering a special resolution 
with the written approwal of the Board of Trade thereto, change its 
name (> 18 'i'). If a companv is registered (either originally or on a 
rhanc'e of name) with a name which in the opinion of the Board ot 
Trade tco closely resembles the name of another company, the Board 
mav within six months of such registration, direct the company to 
change the name (S. iS [2]). A new certificate of Incorporation is 

issued upon any change of name taking place. 
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A company must paint or affix its name in letters easi!\- leffibP 
on the outside of every office or place where it carries on business: 
ha\e its name en^a\en in legible characters on its seal: mention its 
name in legible characterb in all notices and official publications of the 
company, and in all bids of exchange, promissorv notes, endcT'cments 
cheques, etc., and in all in\'oice 5 and receipt^ icS) 

The abbreviation ■' Ld.” or " Ltd." appear^tn b^’le-al, hut not in 
the ^Memorandum itself, where the word mu.'t be -pelt in full The 
word “ Limited " may be dispensed with where it is proved 'to the 
satisfaction of the Board of Trade that the companv is to be formed 
for promoting commerce, art, science, religion, charitv. or anv other 
useful object and intends to apply its profits or other income'in pro¬ 
moting Its objects and to prohibit the payment of anv dividend to its 
members and the Board of Trade has issued a permissive licence (S. 19). 

0 #rc.--rhe Memorandum states the part of Great 
Bntam (England or Scotland) where the registered orfire is situate 
By 107 e\ er}- company must, as from the dav on which it bemns to 
carr\ on business or as from the fourteenth dav after the date' of its 
incorporation, whicnever is earlier, ha^■e a registered office to which all 

irZfT notice of the situa¬ 

tion of the re^stered office or any change therein must be given within 

th TXt rifc incorporation or of anv change o 

Objects of the Company .objects of a compan^- must be le^ml 

they must not be contrary- to public poliev or forbidden bv -tatu e 

which by Its objects clause it takes power to transam ? - 1 

rif'Lecial resolution fof ^ertaffi 

LTJ r'' 7 ',0 V r a™ the TocaT 

v.nl 1 ' id) to cany- on some bu'ineL thafmav com 

whole or anv part of its undertakffii t.’i I'' ' 

tlTe“o7“™*iee”1a,ef 

power ta Sels ZS a'^ 

tne purpose b> .pecial resolution, a companv mav 


a 


shares arto stock, and re-corrvert thTZk in.o“Xp slS« 
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any denomination: -ii subdmde its shares, or any of them, into 
shares of smaller amount; (c) cancel shares that have not been taken 
up or agreed to be taken up, and so diminish its capital by the amount 
of the cancelled shares 6i). The powers conferred by S. 6i must 
be exercised by the company in general meeting (S. 6i [z]). Usually 
a company takes power in its Anicles to do all of these things. 

If so authorised bv its Articles originally, or as altered by special 
resolution for the purpose, a company may by special resolution after 
confirmation by the Court reduce its share capital i?i any way, and in 
particular bv: \a) extinguishing or reducing the liability on any of its 
shares in respect of share capital not paid up; (6) with or without 
extinguishin.^ or reducing liability on any of its shares, cancel paid-up 
share capital which is lost or unrepresented by available assets; (c) ^vith 
or without extinguishing or reducing liability on any of its shares, pay 
off anv paid-up share capital which is in excess of the company’s wants 
iS. 66). A special reso ution under 5 . 66 is called a resolution for 
reducing share capital." But a cancellation of shares under S. 6i is 
not deemed to be such a resolution tC'. 6i 


Variation of Shareholders’ Rights.—If the Memorandum or Articles 
contain pro^’isions for varying the rights of any class of shareholders 
subject to the consent of anv specified proportion of the holders of the 
issued shares of that class of the sanction of a resolution pas^d at a 
separate meeting of the holders of those shares, and at any time the 
rights are so varied, the holders of not less in the aggregate than 15% 
of the issued shares of that class, being persons who did not consent or 
\'Ote in favour of the resolution for the variation, ma\' apply to the 
Court to have the variation cancelled. The variation cannot then 
take effect until confimied by the Court, which will examine the circtm- 
stances. and may disallow the variation if it thinks it would unfairly 
prejudice the shareholders of the class. A copy of the order of the 

Court must be liled within fifteen days ( 5 . 72). 

A company may bv special resolution determine that any specified 

portion of its share capital not called up shall not be capable of being 
called up except in the event and for the purpose of the company being 


wound up ;S. 

Red^remable Preference Shares and the i 


ue of shares at a discount 


are dealt wnth on pp. 35S and 390. 


Articles of Association.—These comprise the rules and by-laws 
which reiTJhite the internal government of a company and its memters. 
Brvh ihe''\ct^ of 10:9 and 104S contain model sets of Articles, contained 
in the First Schedule in each case, and it should be noted that the two 
-et^ differ from each other in various respects. A company may adopt 
that table whollv; or adopt it to the extent that it satisfies its requir^ 
mentw framinc special articles to meet special needs; or draw u^d 
r^mster its own fecial set of articles. But no modili^ or spec^ 
c'ti'rie mav contravene the general law, or conflict with the pronsio 

uf the Com:r:inies Act. If no special 

must be endorsed “ Registered without Articles, and in that casee\er} 
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member of the company is bound by Table A. Of course a compruu-'s 
articles, whatever they are, are not altered by tlie pa>s:ie.j of a n--v.- Art. 
Accordingly, a company which has adopted anv ct ail nf tin- dau>''.- 
of Table A of the igeg Act will continue after julv 104^ t'j be bound 
by them as they stand, not by any of the d:iuse.s' of Table A of the I04.^ 
Act. On the other hand, a compant' which is registered or adopts fre-h 
Articles after Jtil\ i, 1046, and in its articles refers to or adojits any 
clauses of Table A will be referring to or ad-ptin- clauses of th'*- 
194S Act, not of the igzg Act. 

A pri\ ate company ynust ha\e articles, since its reg^ulations must 
include restrictions and prohibitions which arc not C'lntaineu in Part I 
of Table A. A private company mat', if it wishes, adopt Table \ as 
modified by the six Anicles contained in Part II; .jf those six articles 
two are in substitution for the corresponding .Articles in Part I, while 
the other four are additional. Part II was nrst introduced bv the 
Act of 194b 1 there was nothing corresponding in the losg .Act. 

It is worthy of note that, under :s. 0, esx-iw unlimited and evi-rv 
guarantee company (with or without a share capital, must file articles. 

The Articles and the Memorandum when registered bind the 
company in its dealings with members, and each member in dv.aiing 
with the company or with fellow members, just as if each member had 
covenanted to be bound by them, but they do not bind the comoanv or 
its members to non-members of the company. ‘ 

Every person dealing with a company is deemed to have had rmtire 
of the contents of its Articles and Memorandum, .ince tlm-e' arc- 

registered and available for perusal. 

ProMded that the acts of a company are within the powers of it^ 

Memor^dum and Articles, a non-member is entitled to a-vjme in 

his de^gs with the company that the directors have been pr.merh- 

appomted and have acted regularly, unless he has had notice actual or 
constructive to the contrarp-. 

The Articles may be read in order to explain anv ambiguity in the 

Alemorandum, or to supplement the Memorandum with regard to 

that document is silent. .Memorandu.m and Arti-Tes 
axe witlM these hmits construed together. M'here they are incon¬ 
sistent the Memorandum prevails. 

Articles must; ia) be printed, th) divided into con-ecutivrly num- 

nf rhi ^ deed, (.fi signed bv each ^ub-epber 

attim presence ot at least one witness who must 

attest the signature ib. 9). 

its Memorandum, a company m iv bv 
speciM resolution alter or add to its articles, proc ided th " Lr itmn 

or additions do not contravene the provisions of the Act S. i, , or 

and^fS^hi h"’ Z ^ contract, and are made ho>: i 

and for the benefit of the compan\- as a whole 

Wci,S‘hA 7 “r must file An.-des of comonsed in 

/M r —clauses: ia) restnetin^ the rierht to rrin^fer 
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warrants, tor such an issue would defeat the restriction upon the 
transfer of shares. 

A company's Articles deal, inter alia, with such m.atters as; (i) De¬ 
finition of terms. \2) Exclusions or modihcations of Articles in Table 
A. (3) Regulations as to capital. (4) Pattment of underwriting com¬ 
mission. ys'i Bo!TO^\^ng powers. ^6) Relations as to the issue of 
shares; lien on shares; calls on shares: transfer and transmission of 
shares; forfeiture of shares: conversion of shares into stock; issue of 
share warrants; rights of the holders of different classes of shares; 
alterations of share capital. 17) General meetings and the proceedings 
thereat, ihi \‘oting powers of members. {9) The number, remunera¬ 
tion, qualincation, and powers and duties of Directors. (10) Afhxing 
the comipany's seal, (ii) The disqualification, rotation, and proceed¬ 
ings of Directors, [iz] The declaration and payment of dhidends, 
and the provision of resen'es. ^13) The preparation of the company’s 
accounts, aq) Issue of notices by the company. (15) Pro\isions 
regarding the retiring age of directors lif the company does not tHsh 
the rules laid down in S. 1S5 to apply, or desires to modify their 
application). 

A companv is bound to send to every* member on his request a 
copy of its Memorandum a.nd Articles at a charge not exceeding one 
shilimg. and a copy of ant* .\ct of Parhament which alters the memor- 
andurn at a charge not e.xceeding the published price of that Act (S. 24). 


Prospectus.—The issue of prospectuses is governed by SS. 37-46. 
The expression " Prospectus " is defined by S. 455 as meaning any 
pr'spectus. notice, circular, advertisement, or other in\*itation, offering 
to the public for subscription or purchase any shares or debentures 
of a companv. The common form, of these documents, though some¬ 
what abbreviated, is amply illustrated in the public Press, and need 
not be set out here. Their object, of course, is to induce the public to 
take shares or debentures. 

\'erv trreat responsibility attaches to all who authorise, or are 
responsfole for, the issue of a prospectus. The inclusion of any untrue 
statement trives rise both to civil liability by way of action for damages 
in* an ac-trieved subscriber for shares or debentures (S. 43), and to 


criminal Itabdity under S. 44. The civil liability is dealt with in inore 
below, and is an extension of S. 37 of the 1929 Act. Criminal 


1.111 


habilitv was not dealt with under the 1929 Act, but before 1948 
criminal p roccedincs could, nevertheless, be taken under S. 84 of the 


Larcenv .\ct, 

.\^art from the obligation not to include untrue statements, it is 
also a*n ' iffence not to include anv information which there is a statutort* 
nbh-if'i’in to disclose. The nature of such information, most of which 

dm.ailr 1 in the Fourth Schedule to the Act. is e.xplained below. 
S. to of the 1040 Act, however iwhich is a new section not correspond- 
u* ’ to mnt rhina in the 10:0 .\ctl. provides that, (a) where the prospectus 
m is-ued' aercTalh- uhat is to say to persons who are not existing 
members or debenture holders of the company) and (6) apphcation is 
made to a prescribed stock exchange for permission to deal, that stock 
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exchange wjrtvgive a certificate exemptin.c: tlie c.-inj-anv from cnmnliancc 
mth the provisions of S. 3S and the Fourth Schedule. It doe.s not 
seem likely that such exemption will often be vivcn. 

Lmder S. 4.) 3 .n action ma\ be brought for damagc’.s sulierecl b\' rea'^on 
of an\ untrue statement in a prospectus against (u) evi-rv’ director nt 
the time of issue of the prospectus), (//) everv person named as bein-a 
director or havmg agreed to become a director, (c) every promoter, and 
{d) ever}^ person who has ‘ authorised ” the issue of the jne-pectus '1 he 
last-mentioned category- includes the " expert " (normally accountant 
or valuer) responsible for statements in the prospectus ; before an\- such 
statement may appear in the prospectus the expert must "ive his 
\\Titten consent to its inclusion (S. 40), and the prospectus itsedf mu.-t 
include a statement that this consent has been given and wd mth ira-L n 
S. 43 goes on to lay down the circumstances that will avail each of the 
severM categon^ of persons named as a valid defence against an actirai 
brought under the section. These are somewhat too complicated and 
detailed to set out in full here; typical provisions are; (i) (applvm ! 
to persons other than an expert) that the pro_spectiis wa soied 
inthout his knowledge or consent, and that on becoming aware of 
Its issue he forthwith gave reasonable public notice of this fact • 
{2) (applicable to an expert) that having given his consent under ^ 40 

or that he was competent to make the statement and that he h i 

SfT. ^ K "P of the all tmon 

w or debentures) believe that the statement was tru, It 

proving these facts is on 

e defendant: /inwfl/acie the mere proof of the untruth of the 

damages is usually the difference between the true 

be b. ..'I 

be fulfiDed"!— following statutory requirements must 

be p^LfrSa? ^ the contrary 

prosed, that date b taken to be the date of publication fS 

s S Kk£s S'ESSSS 
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of any consent by an expert required by S. 40, and copies of evert- 
contract required by para, 14 of the Fourth Schedule to be stated 
on the prospectus (see below) (S. 41 (i[). 

(c) Even,- prospectus must specify the following matters, as 
detailed in Part I of the Fourth Schedule (the paragraphs' are 
numbered in accordance with the Schedule):— 

(1) The number of founders’ or management or deferred shares 
(if any) and the nature and extent of the"interest of the holders, 

( 2 ) The number of shares (if any) fixed by the articles as the 
qualitication of a director, and any provision in the Articles as to 
the remuneration of the directors. 

(3) The names, description, and addresses of the directors or 
proposed directors, 

14) Particulars as to “ minimum subscription,” and if any 
money is to be provided otherwise than out of the proceeds of the 
issue for the purchase of property, preliminart- expenses, or work¬ 
ing capital, etc,, the source from which such money is to be 
provided. 

(5) The time of opening of the subscription lists, 

(0) The amount payable on application and allotment on each 
share and, in the case of a second or subsequent offer of shares, 
the amount oft'ered for subscription on each previous allotment 
made within the two preceding years, and the amounts actually 
allotted and paid on such shares, 

17) Statutory particulars regarding shares or debentures under 
option, 

;S) Particulars regarding any shares or debentures issued or 
agreed to be issued, during the two preceding years, for a considera¬ 


tion other than cash, 

ioi As regards anv property purchased or proposed to be 
purchased whollv nr panly out of the proceeds of the issue, or 
the purchase of which has not been completed at the date of issue 
"f the prospectus 'Other than propertv acquired in the ordinary 
course of business'!: lai the names and addresses of the vendors, 


{ i 


S, 

V '• 


i ^ 1 the amount pawable to the vendor in ca^h. share?, or debentures, 
and ;■:) short particular? of any transaction relating to the property 
C'-'inpluted within the two precedin:: year? in which any director 
rT promoter of the conipanv had any interest. 

■ In) The anu'^unt. if anv. paid or payable as purchase money 
i-h. shares, or debenture? for any property mentioned in (9), 
ifvinc the amount, if any. payable for goodwill, 
ii'i The amount, if any. paid or payable during the two 
{ r' Cr-'iinc: years f'-r under-writing commission on any share? or 
dohvntums of the company. 

ic’- Tliu estimated amount of preliininare' expenses and the 
P' rS'C'.^ to whom anv su-^h expeimes are paid or payable, also the 
Hm-unt of the e.-timated expenses of the present issue and the 

I ur.-''a!'i '• bv whom such expenses are paid or payable. 

I V Aipv ami'junt paid or pavable within the preceding two 
TO nnv promoter, and the consideration for such patunent. 
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(14) The dates of, parties to, and L'ciirral natuii- mI 
material contract (other than a contract entered intu in tlie 
ordinary- course of business) entered into within the two preceJinK 
years. 

(15) The names and addresses of the auditors, if any, of the 
company. 

(16) Full particulars of the nature and extent of the interejt 
of ever}' director in the promotion of, or the property proposed to 
be acquired by, the compan\-. 

(17) If the prospectus invited subscription for shares and the 
capital of the company is divided into different classe.-, of share-, 
the voting, capital, and dividend rights of each class of shares. 

(18) If the business of the company, or the busiiie.ss to b..- 

acquired, has been carried on for less than three w-ars, the lens'th 
of time during which such business has been carried on. ’ 

{d) Part II of the Fourth Schedule specifies the followin-.; reports 
to be set out:— ' 


(19) (a) A report by the companv’s auditors on the profits and 
losses, assets, and liabilities, as follows 

If the company has no subsidiaries, the profits and losses of 
the company for each of the live financial vears immediatelv 
preceding the issue of the prospectus, and the assets and liabilities 
at the last date to which the compan\-'s accounts were made up. 

If the company has subsidiaries, either particulars as to profits 
and losses as above and also similar particulars regardin'--^ the 
subsidiaries (so far as they concern the company, i.e. excluding 
minoritv interests) either individually for each subsidiarv or in 
total, or consolidated profit and loss figures for the group ; and, a^ 
regards assets and liabilities, particulars regarding the ccmipanv’s 
oivn assets and liabilities as above and either the con'olidated 

assets and liabilities of the group or the individual assets and 
habihties of each subsidiar}-. 

(20) If the proceeds, or part of the proceeds, of the i-ue is to 

be apphed to purchase anv business, a report bv arrountant^ 

who must be named m the prospectus) on : (u) the profits and 

lo^es of the business for each of the five vears preceding the i-ue 

of the prospectus, and (6) the assets and liabilities of the business 

at the last date to which the accounts of the business have been 
made up. 

_ (21) If the proceeds, or part of the proceeds, is to be applied 

purchase of shares in another company, particulars as in 
( ) regarding the profits and losses, assets, and liabilities of that 
company, and m addition the report must show how the profits 
or losses of that company (including its subsidiaries if anv) would 

and members of the companv issuing the prospectus 

^d what aUowance in relation to assets and liabilities would have 
had to be made for holders of other shares {i.e. shares not acquired) 

prospectus had held the shares in 
question during the penod dealt with. 
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^t) Part III of the Fourth Schedule contains certain definitions 
and provisions modihing the provisions of Parts I and II in particular 
cases, e.g. 

(22) Paragraphs 2, 3, 12 (so far as it relates to preliminari- 
expenses), and 16 are not to apply to a prospectus issued more 
than tvo years after the company is entitled to commence business. 

(2") If the company, or the business to be acquired, has been 
carri'ing on business for less than Eve years, the number of years 
to be covered by the reports under (19) and (20) are reduced 
accordinglv. 

^28) If’there has, during the period of five {or less) years to be 
covered by the reports under (19) or (20) been an alteration in the 
accounting date, any greater or less period than a year between 
two consecutive accounting dates shall be treated as a “ financial 

vear.” 

(29) The statutor}- reports are either to indicate by way of 
note any adjustments' considered necessarx’ by the person mating 
the report or to make the adjustments and indicate that they 
have been made. 

(30) This paragraph lavs down rules as to the qualification of 
an accountant called on to'make the reports called for by Part II. 


It should be noted that it application is being sought for the shares 
or debentures to be quoted or dealt in on a stock exchange, the pros¬ 
pectus must stive particulars complying not only with the rules laid 
down by the Act as above, but also vith any conditions which may be 
laid down bv the council of the stock exchange concerned. These 
conditions m'av, in some respects, be more stringent than those laid 
down bv the Act. As an instance of this, the London Stock Exchange 

that the reports of past profits shall deal unth the figures of 
the past ten years, as against the five years called for by the Act. 


Statement in Lieu of Prospectus.—Public companies which do not 
i-ue a prospectus must, under S. 48, file with the registrar ^ Statement 
Lien of Prcsfectus in the form and containmg the particulars set 
out in the Fifth Schedule of the Act of 194S. Bnefly stated, the 
requirement^ of this document are similar to those reqmred for the 
prospectus itself, viz. nominal share capital and the closes of shares 
into which it is subdivided; names, descnptions. and addresses of the 
directors; voting, capital, and dividend rights of the several classy of 
■;h ire-' number and amount of shares and debentures issued^ M. 
'.r'partlv paid othercvise than in cash, and the consideration therefor, 
names and addresses of vendors, and the amount m cash, shares or 
debentures pavable to each, specihnng, separately, the amoun { 
anv) pa^-able for goodwill; amount payable for 

absolutely; 'estimated amount of preliminarv’ 

or mtended to be paid to any promoter, and the consideration th 
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dates of and parties to even,' material contract, and time and place 
when and where the contracts or copies of them can be i.nspected; 
names and addresses of the auditors (if any); particulars of the nature 
and extent of the interest of evenr director in the promotion of, or in 

* ** e company; if it is proposed to 

acquire ajij busine^^s, the amount, as certiiied bv the auditors of that 

business, of the net prohts for each of the last live hnancial vcars, or 
such less period as the business has been carried on. 

A sj)mewhat similar "Statement in Lieu of Prospectus” mu^t 

under b. 30, be filed by a company which has hitherto been a private 

compani but^ has now ceased to be one. Since a pnvate companv 

must include in its Articles certain clauses which are inconsistent with 

its bemg a pubLc company, it can become a public companv leoallw 

only by altering those Articles, and S. 30 provides that i, soon "as a 

company so alters its Articles it shall forthwith cease to be a pnvate 

company and must ^within a period of founeen davs thereafter deliver 

to the re^strar the yatement in Lieu of Prospectus in the form =et out 
in the Imrd Schedule. 

person who does the preliminan’ work in the 

The term yomoter is a term not of law but of busine- mmmin^' 
up in a single yyird a number of business operations, fami iar to he 
commercial world, by which a companv is brought into existence He 

compmy IS to take over, attends to the preparation of Memorandum 
and Articles to finance; and to registration of the companv. 

A promoter stands in a fiduciarv position toward^ the 'comnanv 
and may not make any secret profit for himself out of the prom, rion or 

disclose to the company every material fact that the^comp-.nv has'a 
nght to know Action will lie airainst a promoter who h .. lade t 

t^he?ompmr''‘The'^ company itself, or vith li aecnt acting fo^ 
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fees and stamp duties payable thereon; the cost of drawing up the 
preliminary contracts and stamp duties thereon; cost of printing 
and stamping debentures (if any) and of share certificates and letters 
of allotment; cost of the seal and original books of the company ‘ 
and (separately stated) the amount paid or payable to any promoter’ 
and for underwriting commission; law costs in connection with all or 
any of these matters. Preliminary- expenses are not allowed as a 
charge against profits for income-tax purposes, except expenditure 
incurred in purchasing books of account, stationery, the company’s 
seal, and the like. 

The promoter usually undertakes hability for these e.xpenses in the 
first place, and looks to the company to relieve him of it, after in¬ 
corporation. But vendors acting also as promoters not infrequentlv 
undertake to defray these expenses out of the purchase consideration 
received by them from the company. In order to make his own position 
secure a promoter must take care that he is in a position to compel 
the company as soon as it is incorporated to enter into a binding agree¬ 
ment to discharge these expenses. An agreement made prior to in¬ 
corporation by a company cannot be ratified. A new agreement based 
upon new consideration * must be entered into by the company after 
incorporation. \Miere a company does not proceed to allotment, the 
promoter is personally liable for the preliminary- expenses, except in so 
far as he has contracted out of this liability, e.g. with printers, etc. 

Vendor.— Part III, Fourth Schedule (23) defines a vendor as every- 
person w-ho has entered into any contract, absolute or conditional, for 
the sale or purchase, or for any option of purchase, of any property to 
be acquired by the company, in any case where:— 

ia) the purchase money is not fully paid at the date of the issue 
of the prospectus; 

(b) the purchase money is to be paid or satisfied wholly or in 
part out of the proceeds of the issue offered for subscription by the 
prospectus; 

(c) the contract depends for its validity or fulfilment on the 
result of that issue. 

Where a compaiw is to take property on lease, the lessor is a vendor, 
and the purchase money is the consideration for the lease. 

It is not necessary to state in the prospectus the names and addresses 
of every vendor or sub-\'endor, and the amount, whether it be in cash, 
shares, or debentures, which each is to receive, promded the property- 
acquired is paid for in cash prior to the issue of the prospectus, but 
even then there is a dutv to disclose such contracts in the prospectus, 
if thev are material contracts; to state the dates and the parties to 
them,'and a reasonable time and place at which they (or copies) may¬ 
be inspected. 

* It is usual to brins in this new consideration by including preliminart- 
expenses with prcyertv beinc transferred, or by the promoter making pat-ment 
of the preliminart- expenses part of a contract' for continuing serx-ices wnth the 
companv. But it is usual for the company’s objects to include the paxment of 
the preiiminarx- expenses, and the need for the new agreement does not then arise. 
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may be appointed by the signatories to the Memoran- 

Artides, y) the directors themselves, in the case of a 

.1 1 • « 


2SI 

Directors. —The persons appointed to manage the affairs of a 

company on behalf of the general bodv of shareholders are called the 

Directors or, collectiveh', Tne Board of Directors, or, shortly, The Board. 

Every public company registered after October 31, 1929. must have at 

least two directors (S. 170), and every company registered on or before 

that date, and every private companv must have a director. Up to 

July I, 194S, it was possible for a private companx' to have no director 

at all, and the author actuallv knew of a companv where this tvas the 
case. 

Directors 

dum, (b) the 

vacancy,^ [d) the members in general meeting, {C} a third party em¬ 
powered by the Articles to appoint. Frequently, the Articles state that 
the hrst directors of the company shall be appointed bv the sign.aories 
to the Memorandum. It that be so, a formal letter is sianed by all 
the signatories, or by a majority, if power is so given by the Articles. 

appointing cenain persons as directors. This document should be 
pasted m the Minute Book. 

The mrectors’ powers and duties are defined, and their remunera- 
tion IS hxed, by the Articles. Even- director must qualifv himself 
\nthin two months of appointment by acquiring the number'of shares 
h-^d b} the Articles as to the qualification of a director :S. iSz). The 
Articles ot most companies fix the minimum number of shares which 
each director must hold. Howe\-er, subject to the Articles, a director 

fh. rfd company. Clause 66 of Table A under 

runs the shareholding qualification for directors mav be nUed' bf 
the com.pans m general meetm?, and unless and until fixed no 
qualitication shall be required.” A person cannot be appointed ° 

director in a prospectus issued by or on behalf of the cf moS oHn a 

statement m lieu of prospectus filed bv or on behalf of comomu 

unless he has by himself or his agent authorised in writin^r ^’mied and 
filed a wntten consent to act and either 

(1) si^ed the memorandum for a number of shares not le- th-n 

, hisquahfication, if anv; or tn..n 

(Hi taken from the compariy and paid or agreed to Pav for h- 
, . qualification shares, if anv; or ^ 

1111) si^ed and filed a contract to take from the company and nav 
. for his quahfication shares, if anv; or ^ ^ 

in) made and filed a statutory- declaration to the effect that th- 
requisite shares are registered in his name 5. Tsi). 


them I*'? 

Shorter time, if anv asm- L fi appointment lor such 

obtain them’ \rithm’ the time allov^d U If he does not 

s«b3equen:ly ceasee to hold them, he cejel tofe?diSaor'fs. il?,.'’' 
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Besides the ordinan’ supendsion of the commercial acti\ities of the 
company, the directors' duties include: the issue of capital; allotment 
of shares ; making of calls; forfeiture of shares; passing of transfers; 
issue of certificates; issue of debentures; calling of meetings; ensuring 
that proper accounts are kept; recommendation of ditddends, etc. 

Directors are special agents of the company, but they do not incur 
personal liability on any contracts they may enter into if they act 
within their authority and the powers of the company. It would 
appear from the decision in Lagunas Xitrate Co. v. Lagunas Xitraie 
Syndicate, iSoo. that directors ’incur no personal liabihtv for mistakes 
and errors of judgment, if they act within their powers, and honestly, 
and with reasonable care, unless the mistake was “ in a business sense 
culpable or gross."' Eveiy director must disclose to the Board the 
nature of his interest in any contract or proposed contract. This can 
be done by gi\dng a general notice that he is a member of a specified 
company or firm (S. 199). 

It is illegal for any patment to be made to a director by way of 
compensation for loss of office without the proposed patment being 
first disclosed to the members and approyed by them (SS. 191 and 
102). Under the iqcq Act ( 5 . 150) this prohibition related only to loss 
of office in connection with the transfer of the whole or part of the 
undertakins:. when the compensation would normally be paid by the 
company taking oyer the undertaking. This proWsion of the 1929 
Act is r'e-enacted by 5 . 192 of the 1948 Act, while S. 191 of the 194S 
Act. which extends the prohibition to compensation under all circum¬ 
stances. is nev.': the result of the extension is to include cases where 


the compensation is payable by the company in question itself. The 
uthce of director can be assigned only when approyed by special 
resolution iS. 204k The Articles usually proyide that a proportion of 
thp directors shall retire annually, and either be re-elected, or their 


piacos be filled by other directors appointed by the members in general 
meeting, the Board having power to fill casual yacancies. An un¬ 
discharged banknipt can act as director only with the leaye of the 

court ', 5 . 1.^7a 

Eyen* contpanv rogdstcren after Noyember 22. 1916. eyeiy foreign 
CiiRtpany estabhshin.g a place of business in Great Britain, and e\er\ 
company registered under the Moneylenders Act, 1927* rnust disclose 
on its notepaptr, and m trade ca.talogues. circulars, etc., the name ot 
ever}' director. :md his nationalitv if he is not British, md his former 
nationalitv if his nationality is not the nationality of origin. 

Since July i. 104-^. it has been illegal for a company to pay its 
,directors any remuneration " Irco of income tax ^ ( 5 . 1S9). The 

I'-rchibition civer-ruIe^ any profusion tliere may be in the company > 
articles I'cf whate\'er date . and ant’ contract or article (other than a> 

bel-nw which rr >vi.]es for a stated amount of remuneration 
to bo paid “ free r.f tax must be constnicd as proyiding for the pay- 
m-r-nt nf the inne-unt *' gross.” that is subject to tax. inis 

excertirn relat- 10 anv ^-rntract but ec/ a provision in the comparu's 
articles’' wliicli wa.Ujn f-rc-; "n July i>, 1045. and which make- 
exrres- provision for remuneration to lie paid free of tax. 
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Before July i, 194S, a provision of this nature in the companv's 
articles was valid. 

Managing Director .—The majority of companies take power in 
their Articles to appoint one (or more) of their number as Manaj^ing 
Director(s) and to fi.x his or their remuneration. In such cases some 
of the duties of the Board are frequentlv delegated to the Managini:: 
Director(s). It is also usual to pro\'ide that, while such managing 
directors continue in office, they shall not need to come up for re- 
election in order of rotation as do the other directors. 

Age Limit of Directors.—The .\ct of iggS introduced a number of 
provisions haffing no counterpart in the Act of 1929. The more 
important of these provisions, which apply to all public companies, 

and to private companies which are themselves subsidiaries of public 
companies, are as follows:— 

(1) E.xcept as proffided, no one can be appointed a director after 
reaching the age of seventv years. 

(2) E.xcept as provided, a director must retire at the next annual 
general meeting after he reaches the age of sevent\-. 

13) The last-mentioned provision is not to apply to a director 

who was in office on July i, 194S, until the third annual general 
meeting after that date. 

proffisions are not to apply if the appointment 
is made b} the compan}’ in general meeting after specia notice has 
been gi\en stating the age of the director in question, 

(5) If a company’s existing articles alreadv contain provision for 
the retirement of directors under an age limit, the provisions in 
b. ib5 are not to apply to directors subject to the provisions of the 
articles, further any company may alter its articles (after the 
commencement of the Act) so as to prevent the application of the 


provisions compelling any director who is over the 

Common Sed and Contracts.—The common seal with the comnanv's 
name engraved thereon in legible ch.rraeters, vhirh bv “T„“' ! 

(ZS Zh If -nifi(ZZnd upon''a I 

secretan- Of thr.o presence of two directors ^nd the 

be signed bv them Ttl’uTull^oT-^^^"' affixation the document shall 

czs dSS? s - -1'£ «:e 

or imphed authonty. "con.rahsIvZrZ.ZZpZaZSZ^^ 
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be made by parol (orally) may in the case of companies be made by 
parol by any authorised person (S. 32). 

Official Seal for Use Abroad. —company whose objects require or 
comprise the transaction of business in foreign countries mav, if 
authorised by its articles, have for use in any territon.-, district, or 
olace not situate in the United Kingdom, an official seal, which must 
be a facsimile of the common seal, with the addition on its face of 
evert' territory, district, or place where it is to be used. By writing 
under its common seal, the company can authorise any person appointed 
for the purpose to affix the official seal to any deed or other document 
to which the companv is party in that territon,', district, or place. 
The authoritv of such agent as between the company and any persons 
dealiim with'the agent continues during the period mentioned in the 
instrument conferring the authority, or if no period is mentioned, until 
notice of the revocation has been .given to the person dealing with him. 
The atrent must, bv writing under his hand, certify on the deed or 
other document, the date and place of affixing the official seal. Any 
deed or other document so sealed and certified binds the company as 
if sealed trith the common seal iS. 35). 


Underwriting.—-In these days, few pubhc companies are formed 
without the whole or part of tlie capital issue having been preriously 
undenvritten. This term means that certain persons termed Umier- 
rUcrs have entered into a contract with the company to subscribe 
for any shares or debentures winch are not taken up by the public, 
in consideration for which the company undertakes to pay to them 
■'■''inmissiori termed Comrr.ission. Lnderwriting com¬ 
missions van- rrom i'',, to according to the risk attaching to 

tiw- issue, and ma',- be p.aid in caslt or by way of fuUy paid shares. 
Payntont of undenvriting commission is, practically, an insurance to 

'.'ure the success of a capital i^^ue. 

It is a comimm practice to sell the whole issue of shares or debentures 

t'l a hnancial house, termed an /s.'^rn'r-g House, which, in turn, ofiers the 

shares or debentures to the public. The Issuing House can then 

m.tke an " offer for sale." In this event a document by which the 

■ her f'U sale is made is to be considered as a prospectus, and affi the 

ru’cs re’'ardin" the issue of a prospectus bv the company appK (h. 45)- 
I't ’is ffic.u- evidence that the allotment to the issuing house w^ 

made with'a view to the shares or debentures being ottered to the 
r-diiic if It is shown that an offer to the public actually was made 
wuhin -ix months alter the date of allotment, or that at the date of 
the oft'er the whole of the consideration money had not been received 

bv the companv 45 a '. . . . „ • 

pevment undonmtint; commission is ultra iires unle^i) i ^ 
mtbopci.iffiv the Articles and disclosed in the Prospectus or Statement 
m I dni and'ih- rate paid does not exceed the rate authonsed b} the 
bwh"' ^h'oh must bt exemd T-Ud (5. 53^- The amouffi so paid 
.-v-t Iw stated in the Balance Sheet, or so much thereof as 

-hole has been wntten otf (Eighth 


l.i- 


t brt'H \vntten until the w 


iurduiu. Part I. para. 3b 
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Illustration, —A. B. undertakes to underwrite the whole of an issue of 
10,000 ordinary shares to be issued by Blanks, Ltd. The public subscribe for 
5,000 shares only. Under his agreement, therefore. A. B. must take up the 
balance of 5,000 shares. 

An underwriter is only responsible pro rata. Thus if the share issue of 
Blanks, Ltd., was /50,ooo, and A. B. agreed to underwrite half the issue, and 
the public subscribed for /40.000, then A. B. would be relieved to the extent 
of /2o,ooo, and would have to subscribe for 45,000 onlv, unless his agreement 
proWded other\nse. " 


Undenvriters frequently place a portion of the risk assumed b\* 
them with others, termed Sub-Lnderu.-rifers, with whom they share 
their commission. In such cases the underwriters are usually paid an 
additional Overriding Conimission of small amount. 

The cost of the undenvriting may be borne by the promoter. If 
so, it does not concern the company. But if the company bears the 
cost, a separate account must be opened tor underwriting commission. 
Since the Eighth Schedule requires the balance of this account, so far 
as It IS not wntten off, to be separately disclosed in the Balance Sheet, 
It cannot be carried to a Preliminary Expenses Account. 


S^-ndS T ^ agreement with the X. V. Promoting 

S eih H an issue of 50,000 of their ordinan- shares o] 

of iT / commission of 4% and an overriding Commission 

of ^ undeniTites £20.000 of the issue, and places the balance 

?a#ble^ 



. Y. Promoting Syndicate. 

4% Underwriting Commission, and 
^mission on ^20,000 [i.e. 5% in aU) ' 
1% Overriding Commission on /70 000 
\rith A, B, C, and D . . ’ 


Overriding Com- 

• • » 

sub-undenvritten 


£ s. d. 
1.000 o 
300 0 o 


A, B, C, and D. 

4 % oil ;^30|Ooo sub-underwritten 


Total commission payable 


1,200 O O 


/2,500 o o 


apS m ml P^V brokerag^ 

and is ivithin the Iver of hmiC™'” “ by S. 53 [3; 

shares with their clients ^ Th^ l ^ others for placing 

with their mS stS^D on tbl fnd copies of the prospectus^ 
shares are allotted to the annii form, to their chents. If 

be credited tvith the brokerage dne^t brokers must 

Account he debited udth a Ifc amount. Thetl'lmgTSi r^S! 
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like undenvritin? commission, to be separately stated in the Balance 
i'heet. 


a 

b- 


The rate of brokerage paid must be " reasonable,” e.?. in the 
MdropohtJK, dc., case [Supra] 2 -U'o 'vas held to be reasonable^. 

Auditors.—The auditors ot a company are officers of the companv 
in so far as audit of the com.panv’s accounts is concerned \Londor. and 
GcKo-dl Bu/G, ;iS95;; Kii’§s!oi: Cotton Mil! Co., Ltd., 'iSgb'l. Thev 
are also agents for the shareholders. 

Evert' company must at each annual general meeting appoint an 
auditor or auditors lo hold office until the next annual general meetin 
It no resolution is passed the retiring auditor is reappointed auto¬ 
matically i>. 159 _2_). ;This is a new provision introduced for the 
first time by the 194^ Act). The remuneration of the auditors is either 
fixed by the company in general meeting or “in such manner as the 
company in general meeting may determine ” (5. 159 [7)); the last 
expression cccers the q'uite common case where the members authorise 
the directors to settle the fee with the auditors. Unless, however, the 
members fix the fee themselves the amount must be disclosed in the 
Profit and Loss Account (Eighth Schedule, Part I, para. 13). If no 
auditor is appointed, the Board of Trade, on the appucation of anv 
member, may appoint an auditor and hx his remuneration (5. 159 "3’). 
The foUovs-ing persons cannot act as auditor;— 

[a] a director or officer of the companv; 

[b) except where the company is a private company, a partner or 

emplo}'ee of an officer of the company; 

a') a body corporate iS. 133). 

But the hrst auditors of the company may be appointed before 
the hrst annual general meeting bv the directors, who mav hx their 
remuneration. These hold office until the first annual general meet- 

C 

ing, unless they are pre\'iously removed by resolution of the share¬ 
holders in general meeting. If thev are so removed the shareholders 
at that meeting may appoint others in their place. The directors may 
nil anv casual vacancv in the office of auditor, but while there is a 
vacancv the continuing auditors (if anv) may act ( 5 . 159 [6]). 

If it is desired to nominate for appointment as auditor at an 
annual sreneral meeting anv person other than a retiring auditor or 
providing expresslv that the retiring auditor shall not be reappointed 
■:.e. without naming a successor) “ special notice " is required (S. 160 
id ; the special notice must be given to the company not less than 
twentv-eight davs before the meeting (S. 142), and the company must 
to the members the same notice of the resolution as it gives of the 
meeting itself twcntv-one days). Notice must also be given to the 
retiring auditor, who may reply by making representations in wTiting 
to the companv :of reasonable length) and requesting their notification 
to the members. If, either because the representations are_ not 
received in time or because of the company's default, the auditors 
representations are no: sent to the members he may require them to 
Pc read out at the meeting. 

The auditor has at all reasonable times right of access to the books, 
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accounts, and vouchers of the company, and he nvdv require directur: 
and other officers of the company to furnish him with such information 
and explanations as he may require iS. 102 2 1. No article whicli 
attempts to limit or interfere with the rights'of an auditor is vilid 
(AVaro/: x. Birmingham Small Arms Co., Ltd., 'ioaL'k 

The auditor must make a report to the shareholders on the accounts 
examined by him and on ever}- Balance Sheet laid before the cuinpant' 
in general meeting. A copy of this report must be attached to evt-rv 
iuch Balance t^heet. The report must be read at the annual general 
meeting. In it the auaitor must state: (i) whether he has obtained 
all the information and explanations which to the best of his bLdi^-f 
were nepsary tor the purposes of his audit: .2) whether, in his opinion 
proper books of account have been kept by the companv, so far as 
appear^ from his examination of those books, and proper returns 
adequate tor the purposes of his audit have been received from branches 
not \lilted by him; (3) whether the company’s Balance Sheet and 
Proht and Loss Account dealt with bv the report are in atrreement wTh 
the books ot account and returns: and iql whether, in his opini-.n and 
to the bcit ot hii mtormation and according to the explanatVjns giwn 
mm, the said accounts give the infomration required bv the Act in 
the manner so required and give a fair view ,d) in the case of the 

company's aftairs at the end of its 
financial year, and (i) m the case of the Proht and Loss Account of the 

profit or loss tor Its financial year ,S. i6a -i' and Ninth Schedule 

In the case ot a holding company which subm'its sroup a.'count^ rh',: 

similar manner, but we need not here go into the detailed requirement 

ot the Amth bchedulem that connection. ^ 

The audiprs are entitled to attend any treneral meeting uf the 
mpM\ and to receive ail notices of anv general meetint^ which an\- 
member of the company is entitled to receive and to be heird T - 

debenture holder I'c; t-Si yi,-- Oi meetings) and ew-rv 

ex,e„Vd"h “ whth t 1?:? A' ^ 

hani. which was ■he men,bars’ 

is not a holdinn ■■'here the company 

aedttors ttdsh ?o =eLrdt'Srn=«l; 


Report of the Aeditors to the Members of Beanks, Ltd. 
the best's L^knmried^e'anLbS^ explanations which to 

01 onr andtt. od^^4s?pt;e:rirrsVccr.''LTe'c^ 
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kept by the company so far as appears from our examination of 
those books. ^ We ha\ e examined the above Balance Sheet and the 
annexed Profit and Loss Account, which are in agreement with the 
books of account. ^ In our opinion and to the best of our information 
and according to the explanations given to us, the said accounts give 
the information required by the Companies Act, 194S, in the manner 
so required, and the Balance Sheet gi\-es a true and fair ^^ew of the 
state of the company’s affairs as at December 31, 1949, and the 
Profit and Loss Account gives a true and fair view of the profit for 
the vear ended on that date. 


Auditors arc not responsible for the method of presenting a com¬ 
pany's accounts; neither can they dictate the form those accounts 
shall take. But they can decline to certify accounts which, in the 
form presented, are in their opinion misleading. The accounts are 
the accounts of the Directors, and only for grave reasons have the 
auditors power to interfere with the forrn of their presentation. The 
auditors must report wherein the accounts do not conform wth the 
.\ct. and, in particular, with 5 . 197 (see p. 491). 

The duties of auditors cannot be dealt with at length in this place. 
Brief extracts from the dicta of British judges may, however, be usefully 
quoted:— 


“ His business is to ascertain and state the true financial position of the 
company at the time of the audit, and his duty is conhned to that." {Lo7idoii 
ijy.J GiUcial Ltd.. 

" Auditors of a limited company are bound to know, or make themselves 
acquainted with, their duties under the articles of the company whose accounts 
tiU'V are appointed to audit and under the Companies Acts." {Republic of 
Bstiiij EApl:i.ition Syndicate, Ltd.) 

" That it is the duty of a company's auditor in general to satisfy himself 
that the securities of the com.pany in fact exist and are in safe custody cannot, 
I think, be gainsaid. . . . The duty of the auditor is to verify the facts which 
it is proposed to state in the balance sheet, and in doing so to use reasonable 
and ''>rdinan.’ skill." ■€:(}' Equitable Fire Insurance Co., Ltd.) 

“ It 15 no part of an auditor's duty to take stock. ... He must rely on 
- ‘tiiLf vi-op'ye 1 ' -r details of the stock-in-trade on hand." {Kingston Cotton Mill 
Co., L:d.. [iSq'f.) 

“ It IS the duty of an auditor to bring to bear upon (his) work . . . that 
skill, care, anJ caution which a reasonably competent, careful, and cautious 
auditor would use. \Mtat is reasonable . . . depends upon the circumstances 

(.-ach case.Xuditors must not be made liable for not tracking out 

irteeni‘"'U 5 and carefullv laid schemes of fraud, when there is iiothing to arouse 
:t suipici;}:, an.i urien those frauds are perpetrated by tried s:mvants of the 
c miranv and are undt-tecteJ fur years by the directors." [Kingston Cotton 

Mill CLi 

” .\n audit'-r ... is b>"’ind to make a reasonable and proper investigation 
•ji t'.e acc - ints an i or the stork sheets so far as ho can, and if a reasonable 
i vTu lent man w.rj! 1 h.av'- C'-me to the concliisiun that there was something 
a; a-::, ih- n ir his dutv to . .di the attention of his employers to it. and m 

h .-it ■ nsoi- r,'.*-. n lie is *. ntitly.l t > take into account the fact that the documents 

.iVv \ -uJ.y I 1 r ov ser*c.ants c.f his emplovcrs. . . . They are entitled 

r. .V --n th ' r- rtih' at-.* -.d tl'.o managers. ... It was their data- to a certain 
t-\t--nt t'^ r\:ir-mie the accnracv uf the certificate." " Although it 
clear t'lLat i: is n^t tiie dutv of an auditor to take stock, one cannot sav tnat u 
inav n.-t he 'ms duty to call attention to suspicious items appearing in the stoc * 
sheets. \Mead v. Ball, Baker d- Co.) 




LIMITED COMPANIES 


2Sq 

The Secretar}’.—The office of secretan' is made statutory for the 
first time by the Act of 104S. Ever}' company must now have a 
secretar}' ieveii a private companyl : 5 . 177;. Generally speaking, the 
duties of the secretary.' will be such as the directors may delegate to 
him, but he must in any event sign the annual return together with a 
director) and certify that the accompannng Balance Sheet with 
annexed documents (mcluding the auditor’s report,) are true copies. 
The normal (non-statutory) duties of a secretar}' are described below. 
There is nothing to prevent a director acting also as seerrtarv provided 
that he is not a sole director 177 : in that event tlie secrctar\' 

must be a different person. 

The secretar}’ is an agent of the companv for the particular duties 
he is deputed to perform, and the executive officer 01 the Direcrors, to 
whom he is responsible. It is his duty to ensure that the Director^’ 
instructions are passed on to. and carried out bv. the staff. He must 
see that the company fulfils all legal requirements, and that the 
proffisions of the 5 lemorandum and Articles are complied with. In 
particular, it is his diuv to conduct the general correspondence of the 
company; to prepare the agenda for directors’ and general meetings, 
and to record accurate minutes of the proceedings at these meetings: 
to see that the statisnesJ books are properly kept; to satisf'v himsclf 
that transfers are in order before bringing them before the directors to 
be parsed; and (usually) to sign or countersign all cheques, share 
certificates, dividend warrants, and similar documents, after ha\'in£t 
preffioubl} \ erifiea them oefore sealing and or signature by the directors. 

Subscription List—The prospectus inviting public subscription to 
the compan}^s capital issues having been circulated, the next step is to 

This usually takes the form of separatt 
Appluaiion and A.^otmeut Sh-sAs for the different classes of ^hare- 

suitabh; rffied to record the necessaiw particulars. The prospectus 
usu^y includes a printed ApplkationTonn. This is fiUed in bv the 
applicant, and sent, together with the amount payable per share on 
application^ to tne company’s bankers. A specimen Application and 
-AlI(Ament ^heei, and an Application Form, are shown on pp 

The prospectus must state the period durin? which the subseVipEon 

k Ifduratioin It 
daf ’ vpTnff ^ usual practice to leave the list open for several 
da\s, ^eiy often three: it is common now, especiallv where the issue 
3 expected to be a popular one and over-subscribed,'for the li=t to be 
open for five minutes only, usuaMv from “ lo.o to 10.5 a.m ” \\'hen 

fnf' fapplication forms are handed over b^• the 
thT £Vk pT-TT';- Theseshoul.l be numbered and checfcedV h 

Bo* fs uk®: C"'Tn * a'" - 'r- 
p rnlurmra Pen .r, , P’. cn mam. cadres it m more expeditious to add 

Ca h ^Ig^-^PpPcation Book .or sheets) for use as a Shareholders^ 

dmcretion. This proceedme is known as soiy.y to allofn^^rf Freauentlv 
preference is given to those applicants likely to p^^e mos^St 
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the company as customers or otherwise. Where an issue is over¬ 
subscribed the shares applied for cannot all be allotted, and a formula 
has to be devised for determining which applications to accept dn whole 
or in pan! and which to reject. The detising of such a formula is 
entirely a question of policy for the directors to determine, in con¬ 
junction, should they so t\ish, with any proposal bv the “ issuin? 
house, ’ should one be employed. Common variations are: n) the 
complete rejection of all applications for small amounts isav for less 
than 500 shares); 12) the panial acceptance of all apphcations in part, 
according to a formula, e.g. all applicants for between 100 and 500 shares 
to be aUotted 100, applicants for between 500 and 1000 shares to be 
allotted 200, and so on (possible variations are legion); (3) ^often used 
where the ot'er-subscription is ver\' hea\y indeed) a reduction of the 
list b}’ one of the above methods coupled with a ballot, applicants who 
are unlucky in the ballot getting nothing; (4) acceptance in full of aU 
small applications, up to a determined limit, coupled with a greater or 
less scaling down " of larger apphcations. The last method is most 
popular with shares of retail-trading concerns, where it is thought 
that havins: a laree number of small shareholders, rather than a fess 
number of larger ones, tends to increase the number of customers who 
do business with the concern, .\nother point, often taken into con¬ 
sideration where over-subscription is hea\y, is the desirability of 
allotting shares to genuine investors who wish to hold them, while 
rejecting apphcations from “ stags.” who merely intend to sell out at 
a profit as soon as they can: this, however, is a difficult problem, 
probably incapable of complete solution. 

^^'hen a portion of the capital of a company remains unissued, the 
directors have power, either under the Articles, or after a special resolu¬ 
tion has been passed, to issue the balance of shares whenever it may 
seem expedient to do so in the interests of the company. But they 
must recognise their hduciart’ position as directors, and act hona fide 
in the interests of the company as a whole. They may not, for example, 
issue the shares in order that they themselves or their friends may 
take them up and obtain control of the undertaking [Cook v. Barry, 
He}irv, & Cook, Ltd., [19^3^! or prevent another person from becoming 
a director. 

The act of allotment, which is duly recorded in the Minutes, 
signifies the acceptance by the Directors of the offers of the applicants 
to take shares, and the contract is complete as soon as the ^otment 
letter is posted. 

No allotment can take place unless the minimum subscription 
(if anv) has been secured, and the application moneys, which must 
not be less than 5^'^ of the nom.inal value of the shares, have been 

received by the company. 

Letter of Regret.—-When no allotment of shares is made to an 
applicant, a letter of regret, together with a cheque returning Jhe 
application money, is sent to him. A record of every’ such transaction 
is made on the Application Sheets. Such a letter is illustrated on 

p. ^ 95 - 
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Return of Allotments. —W'ithin one month of the completion ol 
allotment, or within one month of anv subsequent iillotinent. a reiiini, 
bearing a 5s. stamp, must be tiled with the Registrar in order to satiety 
the requirements of S. 52 of the Act. The front page of this return 
is reproduced on p. 294, the other pages consist of a list of the narne-^. 
addresses, and descriptions of the allottees with the number and 
of shares held bv them. 


Allotment Letters.— After allotment has boon made, an Allotment 
Letter is sent to each successful applicant. These docunumth imi.'-.t 
be stamped with id. if under £5, and with hJ. if ovei* that amount. 
The posting of an allotment letter completes the contract to ta,ke -harr- 
as between the company and the applicant. An a[)jdicant may with¬ 
draw his application at any time prior to tlie po.-ting of thr letter, 
but not afterwards, unless he can prove misrepresentation in the 
prospectus or other irregularity entitling him to be n-lieved of hi^ 
contract. An allotment letter is illustrated on p. 29^*. 


Calls. —The prospectus of a new i-sue usuallv states thi‘ dates on 
which further instalments of the purchase price of bluires are to be 
paid. For example, “ The ordinary shares of £1 each -hall be pa\-abl.:‘ 
as follows: upon application, 2s. 6^/.; upon allotment, 5s. '; on 
October 25, 5s.; on November 25, 7s. Gi." It is, howe\'cT, not at all 
imcommon, especially where, os is very customary in recent year>, the 
shares are of low denominations (say is. or 2s.) for the whole amount 
due on the share to be payable in one sum on application; this is 
equally the case where the shares are ottered at a premium. 

If no dates are specified, these instalments are payable at the dis¬ 
cretion of the Directors after they have given due notice (;f the call, 

. . . “ 5 or more. Lnder fable A and, as a rule, undfT 

special articles, no single call may exceed 25'''„ of the nominal valu.* 
of the share, and calls are made at inter\-als of two months. (I'lider 
Table A the inter\'al must be at least one month.) Shares with an 
uncalled liability attached to them are not popular, except, ])t.Th.ips. 
in the case of bank shares. Calls are spccialtv debts, and are there¬ 
fore not statute barred until after the lapse of twentv \'ears. It would 
appear that calls must be made on the subscribers to the Memorandum. 
ApparentU they are not liable to pay for their shares until calls ha\'e 
been made upon them {Alexander v. Automatic Telephnne Co.). A 
specimen call notice appears on p, 297. 


Ma^g a Call. When the Directors have passed the nere-<arv 

resolution making a call, a Call List should be prepared in the form 
appearmg on page 29S. 

Large companies open a separate banking account and a sub>idiarv 

Cash fSook for each call in the manner alreadv described in tlie case .if 

application and allotaent moneys. In the financial books, a iourn.il 

entry is made debiting the Call Account and crediting Share Capital 

Account with the total amount of the call. Wdi^^n the cash received 

h^been posted to the credit of Call Account, the balance iif anv) that 
remains will represent unpaid calls. 


[Continued at foot of p 297 . 




RAYON D’OR, UMITED. 


(Incorporated under the Companies Act, 1948.) 

To THE Directors of Rayon d*Or, Ltd. 

Gentleuen, 

Having paid to your Bankers, the National Provincial Bank. Ltd., 
the sum of £ ; : , being a deposit of 25 . 6d. per share 

on.shares, which I hereby apply for, I request that yon 

will allot to me such shares, upon the terms of the Company’s 
Memorandum and Articles of Association and the prospectus issued 
by yon and dated.19... 

I hereby undertake to accept such shares, or any less number 
you may allot to me. and 1 authorise you to place my name on the 
Roister of Members of the Company in respect of the shares allotted 
to me. 


Signature of Applicant 

Name (in full). 

Address . 


Occupation. 

(A lady should state whether Spinster. Wife, or Widow.) 


Date 



•«« 


[PerforttioH.) 


(Bankers' Receipt, to be detached and returned by Bankers.) 
Rayon d'Or, Limited. 

Received this . day of . 19... of M. 

.the sum of.being 25. 6 d, per share upon. 

shares applied for in the above Company. 

For the National Provincial Bank, Ltd. 


i 


Sump. 


Cashier 


The receipt must be preserved by the applicant, to be exchanged in due course 
for the share certificate. 
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consider.itioii. 







Number of Company 


[Form No. 45.] 


THE COMPANIES ACT, 1948. 


RETURN OF ALLOTMENTS 


OF 


from the t.day of.. 19 , 

to the.day of.,19 . 

Made pnisnant to Section 52, Snb-se< 

fTo be ddivored to the Regtstnr of Companies 1 


, LIMITED. 


KConspasas 


Fee Stamp 
dss. 
most be 


ssi 

& Ss 

§ Ok 

fl« 

■si° 

3° 8,. 

Sfll 

•IK 


le pnisnant to Section 52, Snb-section i, of the Companies Act, 1948. 

i ddiTored to the Registrar of Companies within one mcmth after the Allotment is made.) 

•Number of the.Shares allotted payable in Cash . 

•Number of the.Shares allotted payable in Cadi . 

•Nominal Amount of the.Shares so allotted . . /. 


•Nominal Amount of the.Shares so allotted . 

•Amount paid or due and payable on each such.Share 

•Amount paid or due and payable on each such.Share 

Number of Shares allotted for a consideration other than Cash 
Nominal Amount of the Shares so allotted .... 
Amount to be treated as paid on each such Share 


which such Shares have been allotted 


t NoU.—In making a return of Allotments it is to be noted that— 

I When a return includes several Allotments made on ^ 

' dates of only the first and last of such Allotments diould be en^ attte 
top of this page, and the registration of the return diould be cflected 

within one month of the first date. 

2. Vfhea a return related to one Allotment only. 
date, that date only should be insert^ imd 

struck out and the word “ made ” substituted for the wmd from after 
the name of the Company. 




























)irectors: 
(Names) 


{Letter of Regret.) 


Enclosure. 


Ravox d'Or. Ltd., 

962 Finsbury Circus, 
London, E.C. 

January 14. 19... 


Sir (or Madam', 

I am instructed by the Directors of the above Company to express 
;gret that they are unable to allot any shares to you in response to vour applica- 
on of. 

Enclosed I have pleasure in handing you a cheque for / bcin-^ 

le amount paid by you on application. ° 

Kindly sign the receipt attached at the foot hereof and present the enclosed 
leque for payment in due course. 


5 


Yours faithfully, 

Robert Wood, 

Secretary. 


{Perfesaiior..) 


>. 3841- 


• THE National Provincial 

Pav to . 

; sum of / 


Lon-don . jg.,. 

Bank, Ltd. 

or Order, the receipt below being dulv signed. 


For and on behalf of 

Rayon d’Or, Ltd. 

James Burget. Director 
Robert W ood, Secretary. 


(.Perforation.) 


RECEIPT. 


Receh^d from Rayon d'Or, Limited, the 
Dunt deposited by me on application for 


sum of / being the 

. shares not allotted. 


Rueipt 

Stamp, 
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[AllotmetU Letter.) 

RAYON D’OR, LIMITED. 

Directors: (Names) 

(Incorporated under the Companies Act, 1948.) 

ISSUE OF 50.000 ORDINARY SHARES OF £1 EACH. 



u ‘C* 

O- % 

J 3 C;® . 

r 

e 

•S 4) ^ 
2 0^0 

■§§1^ 

S g-O; 

||2| 

^ a 8 
® o h P 

•“-cSS 



No. 


\llotment Letter, 



962 Finsbury Circus, 

London, E.C. 

January ... 


Impressed 

6d. 

Stamp. 



Sir (or Madam), 

In reference to your application, I beg to inform you that 

.ordinary shares of £1 each in the Capital of the above Company 

have been allotted to you by the directors. 

The amount payable on application and allotment, viz, £ s, d. 

5s. per share on.shares is . . . 

You have already paid on application . 


Making the amount due from you upon allotment 




This amount is now due from you, and should be paid forthwith to 
the Company's Bankers, the National Provincial Bank, Ltd., Princes 
Street, London, E.C. Due notice will be given when the share certifi¬ 
cates are ready, and they will then only be delivered in exchange for 
this letter, accompanied by the receipts from the Bankers for amounts 
paid on application and allotment. 

Bv Order of the Board, 


{Perfofotum.) 


Secretary. 


Banker’s Receipt for Allotment Money. 
Rayon d'Or, Limited. 

Received this . day of . i 9 -**» 

£ : : , due in respect of allotment No. 

The National Provincial Bank, Ltd. 


1 i 

I stamp. I 

: ! Cashier. 


.-. {Ptrforatiom.) .-.-.. 

(This slip to be detached and retained by Bankers.) 

RAYON DOR. LTD. 

Allotment. 


No 


Amount £ ' '• • 

. day of .. * 9 "- 

An alternative Bankers’ receipt for shares paid in upon allotment is 
sometimes attached, where such pa>Tnents have been invited. 























Xo. 36. 


Directors 

(Xames) 


[Call Letter.) 

Ravox d'Or. Limited, 

962 Fixsbl'rv Circvs, 

Loxdox. E.C. 


July 4. 19,.. 


ORDINARY SHARES. 


Dear Sir (or Madam', 

I beg to iniorm you that in accordance with a resolution of the fJirectors 
dated July 2, 19..., a call of 5.?. per share on the above shares has been made. 

The amemnt due from you in respect of the 100 shares standing in \'our name 
13 £25 o o, and this amount should be sent on or before Julv iS, 19..t'-cother 
with this notice r;nh'/r to the Company's Bankers, tiie National Provincial Bank, 
Ltd., Princes Street, E.C., v.-ho will receipt and dui'c return this notice. 

If you will fonvard the receipt attacned hereto, toc;cthcr with your sliare 
certificates, the payment of the call will be rndorsed, and the certificate returned 
to vou. 

By order of the Board, 

^ ^ Jdiy.fs Cr-noUv, 

jEORoE Dixox', Eso., Sccretan,'. 

1754 Caxxox Street, 

E.C. 

All cheques should be made payabic to Bearer and crossed " Not negotiable." 


so. 36. 

RECEn-ED for account of Rayon d’Or, Limited, the amount of the above- 
nentioned call as stated. 

Foy National Provincial Bank, Ltd., 

Rcb:yt Ci jig, 

Cashier. 

Date, July iS, 10... 


‘0. 36. 


Rayon d’Or, Limited. 

Cali of 5^. per share on issue of ico,ooo Ordinan- Shares. 


£25 0 O 


Date, July iS, 19... 


ontinued froyn p. 291.' 

Moneys due under the terms of a prospectus are more frequenth' 
J^the DkectS™^'^ Instalments,” as they are not actual calls made 

.ercised for the beneht of the compant-. Calls must be made on all 
lareholders a.ike. Ao call can be made on some of the shareholders 
hile others go free. A call can. of course, be made on one r/ushM 
are and not on other classes. To create liability on the part of the 






shareholders, the call must be made 
by directors duly appointed, and 
qualified, at a meeting duly con¬ 
vened, a quorum being present, by 
a resolution duly passed, speci^g 
the amount, and time and place of 
pa>Tnent; though trifling irregulari¬ 
ties will not invalidate the call. 
Calls date from the day the resolution 
is passed by the Directors making 
the call, but notice must be given 
to the shareholder. 

Calls in Advance.—^The Articles 
of most companies provide that 
calls paid in advance shall carry 
interest, usually at 4% p.a. Table A 
of the 1929 Act pro\ides that the 
Directors may accept money in 
advance of calls, and may pay 
thereon such interest (not exceetog 
6% p.a. without the sanction of a 
general meeting) as may be agreed 
upon between the members con¬ 
cerned and the Directors. Table A 
of the 1948 Act restricts the rate to 
5%. Cjills in advance may not 
be accepted merely to pay Directors’ 
fees, they must be for the benefit 
of the company as a whole {Sykes’s 
Case, 1872). Calls so paid are really 
loans, and interest is payable on 
them even if no profits are made. 
Calls paid in advance do not carry 
any dividend rights, as they do not 
form part of the company’s called-up 
capitd, unless, of course, the Articles 
proNnde otherwise. In the event of 
liquidation calls in advance are re¬ 
payable before payment is made on 
the amounts called up on the shares, 
but no refimd of such monej^ may 
be made while the company remains 
a going concern. 

Calls in Arrear.—^As a general 
rule, the Articles provide that 
members in arrear with their calls 
are not entitled to vote, and are 
liable after due notice to be charged 
with interest at a fixed rate. Table 





V/ ^ ^ y A. 




A prondes for p.a. from the day appointed for pa\Tnent to the 
time of actual pa}Tnent, but gives the Directors power to waive the 
interest wholly or in part. 

Share Certificates.—^\^len the shares issued have been fully paid, 
or, if partly paid, when there is no immediate intention of calling up the 
balance remaining on them, share certificates are issued to members. 
Share certificates must, in any case, be completed and ready for 
deliven* ^nthin two months of allotment or transfer unless the conditions 
ander which the shares were issued othenvise pro\'ide (S. So). The\’ 
ire issued under the common seal of the company, and are prima-facie 
nddence that the person named in them is the owner of the number of 
shares specified. Usually, they are signed by two Directors and the 
secretaire Prior to the issue of the certificates, a notice is sent to 
nembers that the certificates will be handed or posted to them in 
“xchange for the allotment letters and bankers’ receipts for the instal- 
nents paid on the shares, or, in the case of some transfers, in exchange 
or the balance ticket. The allotment letters, or balance tickets, are 
hen cancelled and filed in order. A specimen share certificate is 

dven below. 

0 

Share Certificate Book .—This book consists of pages divided by 
)erforation into three parts: the first counterfoil records details of 
he number and date of the certificate; the name and address of the 
hareholder; the number of shares and their distinctive numbers, 
he second counterfoil is a form of acknowledgement, to be signed 
y the shareholder, of the receipt of the certificate. The third part 
> the certificate itself. The receipt counterfoil and the certificate 
re sent to the shareholder who signs and returns the receipt, which 
; then attached to the relative first counterfoil. 



[Share Certificate) 

IL\YOX D’OR, LIMITED. 
(Incorporated under the Companies Act, 1948.) 


100 Shares, 


X.^ ^100^ 000:0: 0, in 100,000 SHARES OF /i EACH. 


.V of Beeches, Maidenhead. 

the Registered ftopnetor of loo Shares of /i each, Fully Paid, numbered i to 

^ inclusive, m IL4\0N D’OR, LIMITED, pursuant to the Memorandum and 
nncles of Association of the said Company. 



Given under the Common Seal of the Company 

this 2jth day of March, 19... 


lilip Roberts, Secretary', 


John Straight ) y... 

Georoe 


Note .—Xo Transfer of any 
pstered untd the Certificate 


of the Shares comprised in this Certificate \vill be 
has been delivered at the Company's Office. 
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Share Warrants. If sanctioned by the Articles, share warrants to 
bearer, under seal of the company, mav be issued in exchange for fully 
paid share certiticates -S. S3'!. And the holder of a share warrant maV 
return it to the company for cancellation and be entered in the Re<dster 
as a member holding the shares specified in the warrant (S.'112!. 
t^hare warrants are negotiable instmments. and can be transferred by 
sirnple deli\ er\, no transfer in the company s books beins necessary' 
Pifyate companies cannot issue share warrants, since such companies 
must_ restrict the transfer of their shares. On exchange of'share 
certificates for share warrants, the members are struck off the rerister. 
But, if the Articles so pronde. the holder of a warrant may be deemed 
to be a member of the company either to the full extent or for any 
purposes defined in the Articles, except that he cannot act as a Director 
or Manager of the comipany in cases where the Articles impose a share 
oualification. Share warrants are impressed with a stamo reoresentin^ 
three times the a.i valorem transfer duty payable on the nom'inai yalue 
of the shares represented by the warrant. Patanent of diyidends on 
share warrants may be proyided. and usually is prowided. by means of 
coupons attaclied to the warrant. Share warrants are popular on the 
Continent, but are not extensiyely used in this countrc. 

Provision of Financial Assistance by Company for Purchase of its 
own Shares.—It is illegal for a companv to eive, whether directly or 
indirectly, and whether by means v.'f a loan, guarantee, the prowision 
of security, or othen^nse, any hnanciai assistance for the purpose of, 
or in connection with, a purchase of shares in the company, unless the 
money is lent in the ordinara* course of the business of a money-lending 
comoany. cr in connection with a trust under a scheme for the benefit 
of employees, or to emrloyees other than directors to enable them to 
aco-iire fully raid shares S. sua 

A •A •h. I 

Capital of a Company.—It will be useful at this point to deal 
the terms descriptiye ct a company’s capital, and the yarious classes 
into which it mav be divided. 

Autkcriscj \o?k:}uI or Ro^isforcA' Capital. —This is the maximum 
amount of capital which a company takes power in its Memorandum 
to issue iS. 2 '4’ ;* A statemicnt of this capital, made on the statuton’ 
form, must be registered with the Registrar and. in addition to registra¬ 
tion fees, capital duty must be paid thereon at the rate of los.^o 
'Finance Act. ?. si id. The authorised capital may or may not 
be wholly issued; the issued capital may or may not be wholly sub¬ 
scribed: the subscribed capital may or may not be wholly called up; 
and the called-up capital miav or may not be wholly pjaid up. The 
authorised capital is divided into shares, the denominational value of 
which is decided by the promoters of the comipany. Shares of £i each 
are the most commion. but denominations varadng from 6 i. to sioo 
may be rniet with; indeed, there are instances of companies being 
registered with a nominal capital of dmded into shares of \d, each! 
IfVnares are issued at too high a noniin.il value, it usually results in a 
restricted market for the shares. The same company may issue shares 
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of different classes and different denominational values, as provided 
for in its Memorandum or Articles. The nominal capital mav be 
increased or decreased in accordance u'ith the provisions of 5. Oi 
{see p. 272). It is the practice to state the nominal capital in the 
Balance Sheet " shon.'* It does not appear in the companv’s financial 
books until it is issued and subscribed^ 

Issued Capital .—This is that portion of a companv’s authorised 
capital which has been issued to the public for subscription, or to 
the vendors as tully or partly paid in exchange for assets acquired by 
the conipanv. But all the capital issued for public subscription may 
not be taken up by the public. 

Subscribed Capital .—Tnis consists of that portion of the issued 
capital which is actually subscribed for bv the public, or allotted to 
\ endors in respect of assets conveyed to the company. A ery frequently 
the subscribed capital is less than the authorised capital, because 
the whole authorised capital has not been issued for subscription, or 
has not been subscribed for bv the public. The student will reali-^e 
that the distinction between “ Issued ” and “ Subscribed ” capital is 
more academic than practical, in view of the fact that onlv the capital 
actually subscnbed can be shown on the Balance Sheet. ' 

Called-up Capital— called-up capital is that part of the sub¬ 
scnbed capital which has actually been called up. The uncalled part 
of the subscnbed capital, which represents the contingent liabilitv of 
the shareholders on the shares, is known as the Uncalled Capital 

The paid-up capital is that part of the sub- 
been called up and .actually, paid bv the 
su^cnbers. The paid-up capitaTmay be somewhat "less than the 
called-u^capital bv reason of the failure of subscribers to pav the 

t'hd f\ =^b-^cribed. The difierence between ' 

th. c^d-up and _±e pyd-u p capitd represents calls. m^arrear. 

ypee L^aoihty.—By s. 6o, a limited companv mav, bv special 
resolution, detennine that any portion of its share capital not al?ead\‘ 

and 'for^thp'^ called up except in the event 

^d for the purposes or liquioation. This method of providing a 

^ company's stability, has been adopted'by 

realiirrellimhfp^^-~T° "'h'ch the 

readih reahsable, liquid, or current assets of a concern exceed its 

tr.de crethW i similar liquid assets minus its 

iTan-f ^ overdraft, bills pavable, and similar floating 

Wlte S™ permanent assets, sttch as 

'• axed - liabiJitiK, are excbideV anJ similar 

nominal value of the a/y I-a. not been cal ed, in wh.ich case the full 

companies also open up 1 CnS m thr? htter account. Certain 

Capital in an account so called These'nractirM^***"'' Nominal 

canea. i ne=e practices are not common in this countrv. 
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Loan Capital .—This is a term sometimes applied to debentures 
and other loans for fixed terms. The employment of the term is not 
happy, since these loans do not form part of a company’s capital, and 
the regulations as to share capital contained in Companies Acts do 
not apply to them. They are habihties, and the lenders are creditors 
havmg no part or parcel in the company’s afiairs unless the instrument 
acknowledging the loan so pro\ides, e.g. if the company makes default. 
The student should carefully note these distinctions. 

Illustration. —Uprichards, Ltd., 'vvas registered with a nominal capital of 
;^ioo,ooo, dh-ided into 100,000 shares of £i each. Of this amount 75,000 
shares were offered to the pubhc and fully subscribed. By December 31. 
19..., 15s. per share had been called up and paid up. except that the last call 
of 55, per share on 1,000 shares remained unpaid. Give the entries necessary* 
to record these particulars in the Company's Balance Sheet. 

BALANCE SHEET. 

Li.tBiLiTiEs Side Only. 

Capital— i £ 

Nominal:—100,000 shares of £1 each . . . £100,000 


Issued:—75,000 shares of £1 each, 155. per share called 

up 5^*^o^ 

Less Unpaid calls ...... 250 

- / 56 ,ooo 

In this example, therefore:—- 

The Authorised (Nominal or Registered) Capital = 100,000 

The Issued Capital 75»o<^o 

The Subscribed Capital . . . . = 

The Called-up Capital . . . . = 56>250 

The Paid-up Capital ..... — 

The Uncalled Capital 18,750 

The Calls in arrear 250 


Classes of Shares.—V arious cl^s^es of shares are commonly met 
with. These comprise: (i) Preference Shares di\'ided into (a) Simple 
or Non-cumulative Preference Shares, {b) Cumulative Preference 
Shares, (c) Participating Preference Shares, (i) Pre-preference, or First 
Preference Shares, (^EXlonvertible Preference Shares, (/)JPreferred 
Ordinary- Sharej-r ^Redeemable Preferei^. Shares; (3) Ordinary' 
Shares; (^^^merved Ordinary Shares; (§)^eferred, Management, or 


Founders’ Shares. 

Preference Shares .—These usually' rank first both as to payment 
of dividend and return of capital. Preference Shares may be i^ued 
cam-fing the first of these preferences only, but if they carry both, then; 
(a) the fixed rate of interest attached to the shares must he paid out 
ot profits before the Ordinary' Shares rank for di%udend; (6) m tte 
event of the companv going into liqmdation, preference capital 
the right to prior pa^-ment before other classes of shares, should funds 

for repaNunent be available after pajment of debts. u 

It would appear that a limited company has power to issue Prefer¬ 
ence Shares even when the Memorandum is sfient on the pomt. 

In the absence of provision to the contrary^ m the Mem°rai^du^ 

- . _ t__oil cborA llBS D0CD 
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repaid must be divided amongst all shareholders [Anglo-French Music 
Co. V. Nicol, But where the rights of Preference Shareholders 

are precisely set out in the Memorandum, this may bar their ri.i^dit to 
share in such surplus [CoUaroy Co. v. Giffard 

Simple or yon-Cinnidative Preference Shares .—These are preference 
shares, which carry a preferential right to dividend out of the profits 
of each year only, that is so far as profits are a\'ailable to pav the 
dindend. The decision as to \\'hat profits are available rests with thcr 
directors. These shares have no claim on the profits of succeeding 
years should the profits for any year be inadequate to pay the divideiid. 
Care should be taken to make it clear that the shares are non-cumulati\'e. 
othenrise subscribers are entitled to assume that thev are cumulatit'e, 
Cimulatree Preference Shares.—Wiih this class of share, the pre¬ 
ferential rights to dividend accumulate from \'ear to year in the e\'ent 
of the non-pa\Tnent of dindend, the arrears of one year being carried 
fortvard to the nexf and so on. Thus, if a companv issued O'-'q Cumu¬ 
lative Preference Shares, and made insufficient profits to pay the 

years, it would have accumulated a 
liability to pay four years’ dividend at 6^0 p.a., as and when sufficient 
profits were available to meet these claims, before an\' dividend could 
De paid to the holders of subordinate classes of shares. In cas-.-s of 
this sort, a note must be made on the Balance Sheet (Eighth Schedule, 

stating, {a) the amount of the arrears, before deduction 
of income tax, and {b) the period during which the dividend is in 
arrear. If there are several classes of such shares these particulars 
must be stated for each class separatelv. Since the liability is contin¬ 
gent upon sufficient profits being earned to meet it, and on dividends 
being declared, no entries can be made in the books of the compant'. 

If the Articles are silent on the point. Preference Shares are assumed 
to be cumulative. 

Inder Table A, unless special rights are attached to the shares, all 
djvidends are payable only on the amounts actuallv paid up on the 
shares, but under some Articles, and in all cases where Table \ is 
Darred and the special Articles make no provision, dividends are 
payable on the nominal amount of the shares* {Oakbauk Oil Co v 
1563,), Preference bhares do not carr\- preferential rights as to 

this right is expressly stated in the conditions 
ot ii^ue, and m the Memorandum and Articles. 

attarhffif?n^'^^ S/iares.—In addition to the advantages 

A Preference Shares, these shares carrv a right 

chviden^t^ Cw'l 'I payment of the fixed 

has hppn na'H ^yj^^^ are entitled, usually after a certain minimum 
has been paid on the subordinate classes of shares. 

Praerence) Shares.—¥or the purpose of 
the’^LS^S'the^P^ capital, these shares are sometimes issued with 

■ rticles) proMde that the nghts ot the holders of such shares in respect 

* This applies to all dividends—preference or otherwise. 
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of dividend and capital repatment stand in front of the rights of the 
holders of all other classes or shares. 

Cojii P/’tjc'rc'fXc S/iiircS .—These are Preference Shares, the 

holders of which have the right to have them convened into another 
class of share, c.g. Ordinal}* or Deferred, ^rithin a specified time. 

Preferred Ordiy.ary Shares .—Holders of these shares have the right 
to a fixed di\’idend after the claims of the Preference Sharehold^ers 
have been met. and before the Ordinart* Shares rank for dividend. 
The}' are always non-cumulative. 

RedeeyKCiUe Preference Shares. —A companv limited bv shares may, 
if so authorised by its Ankles, issue Preference Shares which are, or 
at the option of the company are to be liable, to be_redeemed. No such 
shares may be redeemed except out of the profits ot theTomp^y which 
would otherwise be a\’ailable for ditidend, or out of the proceeds of a 
fresh issue of shares made for the purpose of the redemption. Such 
shares can be redeemed onl}* when fully paid. \Mien ihev are re¬ 
deemed otherwise than out of the proceeds of a fresh issue, there must 
be set aside, out of profits which would othenrise be available for 
ditidend, a sum equal to the amount applied in redeeming the shares 
to a reserve fund called “ the Capital Rede}r.pt:o?:_RxserreF^ 

The provisions of the Act as to reduction of share capitsl^plyt^uch 
a fund as if it were share capital. If the shares are redeemed out of 
the proceeds of a fresh issue, any premium payable on redemption must 
have been provided for out of profits or out of the company's Share 
Premium Account iS. 5S [if. 

Ever\' Balance Sheet must specify what pan of the issued capital 
consists of Redeemable Preference Shares tmd the date on or before 
which these shares are. or are liable, to be redeemed ‘Eighth Schedule, 
para, a [af. 

If a company has redeemed or is about to redeem any Preference 
Shares, it mav issue shares up to the nominal amount of the shares 
redeemed or to be redeemed as if those shares had never been issued, 
and no stamp dutv is pavable on such amount provided the old shares 
are redeemed within one month after the issue ot the new shares 
1 5 . sS '4'). The Capual Reoemption Reserve Funa ma}* then be 
applied mp to the nominal amount of the shares so issued) in patfing 
up unissued shares of the company to be issued to memoers as fuUy 
paid bonus shares. 

For example see p. 300. 

Ordinarv Shares. —The bulk of the shares issued by most limited 
companies are of this class. Orcinar}* Shares carr}' no ip>ecial rights 
as to dividend or capital repaym.ent. Generally, the}* are entitled to 
the surplus profits remiainine after the prior fixed divdends, enumerated 
above, have beerr satisfied!" But they may be subject to the rights 

attachms to Deferred Ordinan* Shares.Jf sue n exist . 

Deferred, yiayazerneyt. afd FeuClers 5 /;.z;vs.—These shares are 

usuallv issued as fully paid to the promoters, or managers of the 
i^suinc cr-mpanv. As'resrards dividend, thev usually stand aside until 
an agreed di\idend has been paid on the Ordinal}* Shares. Particulars 
of Founders’, or Deferred, Shares must be stated in the Prospectus 
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(Fourth Schedule, Part I, para. i). Though generallv few in number 
and insignificant in nominal value, the voting powers which they 
command and the profits they share are often considerable. Thev are 
not popular with the investing public, since thev do not alwavs tend to 
prudent management, the holders being usuallv desirous of dividing 
all available profits without much regard for the prudent building up 
of reserves. The issue of these shares is, however, probablv the most 
scientific method of paying for goodwill, since the value of this asset 
largel}' depends upon the profits earned being in excess of a certain 
minimum. But where such shares are issued in pavment for the good- 
an equitable number of similar shares should be issued to the 
shareholders of other classes who run the real risk of the business. 


Bonus Snares .—Successful companies sometimes issue shares in lieu 
of increased dividends. The usual procedure is to declare a dividend, 
credit the shareholders with the dividend, and then to issue shares in 
dscharge thereof, no money passing on either side [see p. 37S). Bonus 

sses described above. The provisions 
regarding the issue of Bonus Shares where Redeemable Preference 
Shares have been redeemed should also be referred to on p. 390. 

Co-Partnership Shares .—These shares are sometimes issued to a 
company s employees in order to give them an interest in the concern. 

s carr\' no voting power. Thev are usuallv 
entitled to the same di\idend rights as the Ordinan’ Shares, but their 
transfer is usually under the control of the company, and effected at 
a fixed price. Sometimes Profit-Sharing Certificates are issued to 
employees. These have no capital value, but entitle the holders to 
divijnds upon an assumed capital \-alue stated on the face of the 

certificate. Such certificates cannot be sold, and must be surrendered 
to the company on demand. 


t.XA.MI.NATIOX QUESTION*. 

" Cumulative and a " N’on-Cumulative " 
rteterence Share. Does this dmerence affect the annual accounts in anv 
manner? {London Ckamher Ccinn-.erce.) in an> 

Answer. 

Cumulative Preference Shares are shares which carrv preferential righto tn 

Sharp, I and no dividend can be paid on 

subordinate nghts until these arrears have been discharged Xo 

sufficient preference dividends, unless 

tion of“S?ndwS f^the ’ accumula- 

have a right to reDa?ment i ^hese shares usuallv 

gnt to repaj ment of capital m priontj- to holders of other classes of 
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shares, subject, of course, to the rights of the holders of anv shares of a higher 
class which may have been issued. 

Preference Shares are cumulative unless it is clearly otherwise stated m tiie 

Memorandum, or. if the Memorandum is silent, m the Articles or in the Terms o‘ 

Issue. 

Treatment in the Annual Accounts.—In the case of Cumulative Preference 
shares, a note of dividends thereon which have been passed should be made on 
the face of the Balance Sheet if any arrears of di^hdend exist, other.vise the 
holders and prospective holders of shares of this and subordinate classes of shares 
may be prejudiced. Xo such note is required in the case of non-cumulative 
shares, as dividends which have been passed are not pavabie out of subsequent 
distributions of profit. 

Issue oj Shares at a Discount .—A company can issue at a discount 

shares of a class already issued, in certain circumscribed circumstance.-, 
viz.:— 


-ia) the issue must be authorised by resolution passed in general 
meeting of the company and sanctioned by the court; 

the resolution must specify the maximum rate of discount; 

[c] not less than one year must have elapsed since the date on 
which the company was entitled to commence business; 

[d) the shares must be issued within one month after the date on 
which the issue was sanctioned by the court, or such extended time 
as the court mav allow. 

The court may make terms and conditions when sanctioning the issue. 
Particulars of the discount allowed, or of so much as has not been 
written off, must appear in evert’ prospectus relating to the issue, and 
in even,' subsequent Balance Sheet (S. 57 and Eighth Schedule, para. 

3 V) (see p. 35S)- 


Stock. —Subject to the necessan,' authority being contained in the 
Articles, companies mav convert their shares (but only if fuUy paidi 
into stock iS. 6i it)). Stock may also be converted back into shares. 


Numbering of Shares. —Evei^' share in a company ha\'ing a share 
capital must have a distinguishing number. But, provided that all 
the shares of any particular class are fully paid and rank pari passu, 
the distinguishing numbers of such shares may be dispensed with so 
long as the p^o^iso is satisfied. This last is a new provision introduced 
by the 194S Act ( 5 . 74), and a number of companies have already 
commenced to take advantage of it on account of the saving of deried 
labour in recording transfers and making entries in the register of 
members. The effect is verv much the same as converting the shares 

to 

into stock (see below). 

A great number of public companies now use this power, as perusal 
of the official Daily List of the London Stock Exchange will show. 
The differences between shares and stock are:— 


(1) Shares mav or mav not have distinctive numbers; stock 

cannot have a distinctive number. ^ ^ . 

(2) A share whether numbered or not is a definite unit, having a 
stated denomination. Stock, while it may as a matter of convenience 
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be divided into units, is not necessarily so. An illustration will 
make this clearer:— 

lllusiraticn. —Uprichards, Ltd., was registered with a capital of /50,ooo. 

di^■ided into Ordinan’ Shares of 10s. each, and 200 of these shares were allotted 

to John Brown. At one time these shares were all partlv paid, and at that 

stage they had to have distinctive numbers, the numbers of Brown's snares 

being (say) 23,101 to 23,300 inclusive. These distinctive numbers would have 

appeared: (i) in the register of members, i2i on Brown's sliare certincate, and 

(3) on any transfer of the shares. In due course the shares were fuilv paid up. 

and the company thereupon decided to take advantage of S. or [C- and convert 

them into stock. On this taking eiiect the capital of the companv becomes 

£50,000 Ordinary Stock, o: which Brown holds £ioo, i.e. £i nominal of stock for 

each two shares he had beiore. Thc-re would be nothing to prevent L prichards, 

Ltd., permitting the transfer of its stock in any quantity or fractions, so 

that Brown could transfer /19 17^. 3,/. of his holding to his friend James Evans 

if he desired; however, this would lead to a good deal 01 clerical inconvenience 

and tend to nullify the advantage of converting the shares into stock, so that 

in practice the resolution which converts the shares into stock will pro\-ide 

also that the stock shall be translerablc onlv in multiples ol a selected unit. 

This unit will normally be the value of stock equal to the nominal value of 

each share before conversion, and if the companv has a stock-exchanoe 

quotation It will be for the " stock unit." On this basis Upnehards. Ltd., now 

has a capital of £.50,000 in stock, divided for purposes of transfer into 100,000 

stock units of los. each. Brown is the owner of /loo stock, equivalent to’200 

units, and if the stock-exchange quotation is (sayi 14s. 5-i., this will be the 

\alue not per £i of stocK but per 105. 01 stock. The point can be a pitfall for 
the unwarv. 

The abo\e remarks refer only to the stocks of limited companies. 
The stock-exchange quotations of British Government and Colonial, 
and foreign government, Stocks, and the Stocks of corporations 
and public boards, etc., are quotations per nominal £ioo of the stocks 
in question. British Government Stocks are usually transferable in 
odd amounts, i.e. in any multiple of a penny. 

Stock cannot, of course, bear distinctive numbers, and it is equallv 
obyous that it must be fully paid up. In other respects both shares 
and stock possess the same characteristics. Dividend rights prioritv 
ot capita repayment, and so on, may be identical m both casesf 
Kt>ids of Stock. Just as there are several classes of shares so there 
are several classes of stock. Preferred Stock is a term which is self- 
explanatorv-. Guaranteed Stock is stock that is guaranteed both 
to capital and dividend by some Government or outside Corporation 
Deferred ...ock is stock the dindends on which are deferred in favour 
of pnor classes of stock. Inscribed Stock is stock, the title to which 

the holders being " inscribed ” in the books 

instead of bemg endenced by certificates. ‘ 

in indebtedness inav be recorded 

^oSs registered stocks, or inscribed 

flirt c ®e^rer bonds are complete documents of title in themselves 

name nn ” ^°^tam no record of the holder's 

tr^sfemhlff f of holders. Thev are 

=iuch as those imposed by the Exchange Control Act , - 

egistered and inscribed stocks are recorded on' behalf of the 




Cii'\ friins-’.r b\ tbc i.'j.:,!-.. liri^i.i::d. in ,i'.t .t> i*-t;i'tT.ir- 

t'^i llu- (rTiiijii lit ::i ; -t ibr .t> vMr^-u- ['t* 

or oit- I. .1^1 a,-, r.^'i-irar- i .t hu::tvi Incident¬ 

ally the Bank (>i Knc:lariJ yerhjrnH ^U 5 lJ ir .liue > l..r wuiuus col-.nul 
governments m a.iditi'.n to the British (government, and most ot such 
guvernnients. in additi-jii to mumuT-.v! eorjM.TaU-ns an.l {.ubhc board- 
employ one or other ot the B.rumi. B.ar:ks, or Bmiti-h branches^*.: 

Colunial baijk-. to carry out the .-aine lunetc':! in relation to then 
stocks. 

As stated abo\e. Br:ti-h Go'.eriinki.t Mocks mav in venertl 
in either in-cnbedi or regn^tv-Ted lonn. ( < a>nial st-ecks ar-' ..•■iieiali; 
according to the terms ot is-ue either tol m il.e one form «ir :di m th 
other. The diiderence between the tw.,- i'.rm> is a- ■■ 

Ihe title to a registered stock is e\idvn**-d bv a ^t^■^.k id rUii.al:- 
made out in the name of tlie owner, u'hicii is evi-n iKe that tlie mimed 
person is entered as the owner of so much stock in the regisU r keg-t i'\' 
the bank. Transmission of title is carried out bv exocutiiu' a transfer 
in exactly the same form as is used for transferrin.: ^hare^ or stock of a 
limited company, and the completed transfer auvl the old Slock 
Certiticate must be delivered to the bank, who will in due course 
register the transfer and issue a fresh certiheate in the name of the new 
holder. The holding of the certiheate is evider.ee of title and will b-j 
accepted as such by an auditor), and tiie bank will not register a 
transfer unless the old certiheate is produced for cancellation. 

In the case of inscribed stocks no document of title exists: the 
actual title consists in an entrv on the bank's rtdster and there is no 
“ Stock Certiheate." On a transfer beinc recorded, the hank wall 

^ j 


issue to the new holder a document, called a stock receipt, but this is 
merely evidence that an entn* has been made: it will not be produced 
or given up if the holding is subsequently transferred to a new holder, 
and is therefore valueless as evidence of title. On a sale being made 
the original holder must either attend in person at the Bank of England 
with suitable evidence of identitv to si^n a transfer in the books 


(probably almost never done in practice) or sign a Power of Attorney 
authorising an agent to do so: the normal practice is for the seller's 
stockbroker to act as agent for this purpose. 

For audit purposes, inscribed stocks are verified by the holder 
signing a form addressed to the bank requesting it to confirm fto the 
auditor or person named! that the holding was, on the date stated, 
inscribed in the name of the stated holder: the bank will certify the 
correctness of the entn* and forward the form to the person named on 
it. No fee is charged for this service in respect of British Government 
Stocks: in respect of some other stocks a small fee may be payable, 
usually 15 . oi. 

British Govermnent Stocks are normally convertible, at the holder s 
request, from one form to another. During the recent war, howe\er, 
the practice of inscribing stock was discontinued, for security rea^ns. 
if a holding was alreadt' in inscribed form it remained so, but if m 
inscribed holding was transferred to a new holder that holder recehed 
a Stock Certifica’te. and his holding was in registered form. 
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Borrowing Powers of a Company. —Even successful companies are 
sometimes in need of cash. Temporary' shortage of working capital, 
hea\T purchases of stock or raw material to take advantage of a 
favourable market, the need for granting extra credit to tide over a 
period of trade depression, these and other circumsfuices mav create 
the necessity to borrow. Trading companies have an irn]>lied power 
to borrow, if such borrowing is properlv incidental t'^ the conduct of 
the business {General Auction Estate Co. v. Snath, d>or’), and to pledge 
their assets as security {Re Patent File 1071 e\-en when no 
powers are taken so to do in the Memorandum. There arc no statutor\- 
imits to a trading company's borrowing powers, but thcv are usiiallv 
defined in the Mem.orandum or .\rticles. and are frequentiv limited to 
an amount not exceeding the issued capital of the companv. Non¬ 
trading companies have no power to borrow or to pledge tla-ir assets, 
in the absence of express power so to do in the .Memiwandum. If a 
stock-exchange quotation is sought, the articles must fix a reasonable 
limitation to borrowing powers, anv e.xtension thereof being .subject 
to control by the company in generad meeting. 

Debenttires. —Companies frequently raise .monev bv means of loans 
for fixed periods, repayment of which is generalK-' secured to the 
lender by some charge on the companv's assets. Loans are frequentiv 
etidence by docum.ents termed Debentures. It has alreadv been 
stated that these loans do not form part of a companv's capital, as is 
sometimes erroneously supposed. .\ shareholder is a proprietor or 
partner in the company; a debenture holder or other lender is a 
creditor of the company, and the interest on the loan accrued due to 
Mm is payable whether the company makes profits or not. Although 
he Is not a member, every debenture holder, e'cen of a private companv 
(e.xcepted under the 1929 Act) must receive the company’s audited 
accounts. They must be sent to him not less than twentv-one davs 
before the meeting at which the accounts are to be presented, notwith- 
SLanding that he may not be entitled to attend the meeting ;S. isS). 

Definition oj Debenture.—llutTQ is no precise statutorv definition 
of a debenture, but it may be defined as " a document issued, usually 
imder seM, by a company to a creditor in respect of monev lent bv 
him to the com.pany, to secure the payment of interest at the rate and 
on the sum specified therein, and repayment of the capital.” There 

on^p debenture, but a form in common use is shown 

Aa/ure of Debenture Charge.—A debenture mav create a specific 
harp on some particular asset of a companv, e.g. its freehold factory 
In that case the debenture is said to create a Ft.xe.l Charge on the 

nf property The modem debenture usually covers the whole 

ore “ "’hatsoever and'wheresoever both 

a ■'^nd is called 

with c v5 prevent the companv from dealing 

v'lth such assets in the ordinart- course of businei, but it crates a 
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charge upon them as against other creditors. .\I1 debenture issues 

secured by any charge must be registered with the Red-trar of 
Lompanies, 

oj Debenture's .—Various kinds of debentures are to be met 
u-ith m practice. First Mortgage Debentures ; Second Mortgage De- 

as the names indicate, rank in the order of issue? The 
holders ot the first issue must be satisfied in prioritv to the holders 
ot the second, and so on. Registered Debentures are debentures which 
are registered in the books of the company, and. therefore, capable of 
trarij-ter in a similar way to shares. Bearer Debentures, on the other 
hand, are negotiable instruments capable of transfer by mere dehver^-. 
in this countr}-. the majority of debentures are registered, but in other 
coujitnc-N bearer debentures are alm.ost exclusivelv employed. Xaked 
or t^impte Debentures anord no charge on the property of the issuers, and 
the holders of such debentures are therefore unsecured creditors. 
They are uncommon except as acknowledgments of loans for short 
periods. Irredeematle i P erpetuah Debentures are debentures the capital 
sum secured by which is not repayable except in the event of the 
company ceasing to exist. They are really peipetual annuities. 
Deb enture e'tpek represents debentures consolidated into one stock, or 
“ one mass lor the sake of convenience " (Lord Lindley), just as fully 
paid sh.ares may be consolidated into stock. Debenture stock must 
he lully paid, and may be transferred in agreed fractions. Almost 
invariably, debenture stock is covered by a charge on the assets. 

Is<u: -p Debentures.—Dehoninres may be issued at par, or at a 

or at a premium. Shares may be issued at par or at a 

premium, but may be issued at a discount onlv under S. 57 (see p. 35S) 

and U'^’t otherwise. Debentures must not be issued at a discount if 

there is power to exchange them before the maturitv of the debentures 
lor fully paid shares other than those issued at a similar or less dis¬ 
count under t?. 57. for that would be a method of illegally attempting 
to issue shares at a discount. There is, however, nothing to prevent, 
c.c. the conversion of a i'loo debenture issued at 05 into 95 (1 Preference 
Shares or into iiio Preference Shares of £1 with los. paid up, or into 
Shares issuable under S. 57 at a discount of not less than 

F'>r7K r,f Debentures. —In this countrw debentures are usually 

* % ^ 

rod-tere*], and recorded in the Register of Debenture Holders in a 
similar way t*"' the record of shares in the Share Registers. Certificates 
'or h-'raji' are issued in respect of them. Debentures are transferable 
in romm'''n form by deed. Where bearer bonds are issued they have 
interest C':>upons attached, and are transferable bv deliver^’ alone. 

In:eres^t rn De'e}:iures .—Debenture interest is payable quarterly, 
half-vearlv. or yearly. haJf-vearlv pa\Tnents being the most usual, 
t^heques nr warrants) are posted to the holders of registered bonds for 
the interest due. less tax at the current rate. Bearer debentures earn’ 
a porfnratnd sheet nf d^-tachable eoupr'ns covering each pa\Tnent of 
interest due «wer a number *'f years. These are detached on the due 
dates and paid in. like cheques, to bankers for collection. If the sheet 
uq' rnnpnns does not cover the “ life ” of the debenture, a slip, called 
a Taira:, is attached as a voucher entitling the holder to a fresh sheet 


discount, 
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of coupons, ^^^len the coupons have been paid by the company, they 
are usually pasted into albums, similar to stamp albums, representing 
each di’vidend paid. 

Trust Deed .—The security supponing a debenture issue, and the 
terms of issue, are usually set forth in a document called a Trust Deed, 
by which the company’s properties are charged in favour of certain 
nominees, termed Detenture Trustees. These trustees represent the 
debenture holders and safesruard their interests. Sometimes a deed 
is dispensed with, and the debentures themselves contain the charge. 
But such a deed is essential in the case of debenture stock. Debenture 
holders may demand a copy of the trust deed, if printed, on payment 
of IS. : if not printed, they may demand a copy upon payment at the 
rate of 6 i. per 100 words. 

The following is a form of debenture such as is used when there is 
no trust deed:— 


UPRICHARDS, LDCTED. 

Issue of ~ioo' Mortgage Debentures of each numbered i to 100 bearing 

interest at £5 per cent, per annum payable on the first day of January and 
the first day of July in each year. 

The is5ue is made pursuant to Clause 15 of the Company's Memorandum of 
Association and Arricle 36 of the Company^ Articles of Association and a resolu¬ 
tion ct the directors passea on the fifteenth dav of December, 19... 

DEBENTURE. 

_ Tioo;- 

I. Lprichards, Limited, whose registered office is at 532 Oxford Street 

London, . ;diereinafter called the Company^ '.nil. on the first day of Januarv,' 

19..., or on such earlier day as the principal monevs herebv secured become 

payable uncer the conations of this debenture, pay to Miles Further, of Maider- 

Uaa, Berr^., or ether the registered holder hereof ^hereinafter called the debenture 

nolder, which expression shall, where the context so admits, include his personal 
representatives'', the sum of ^ looh ^ 

j , The Company w.II until pa}*m€nt of the said sum of pav to the 

de^ntnre holder interest thereon at the rate of £5 per cent. pefannuTn, bv equal 

vMr' °° t„e mt day of January and the first dav of Julv in each 

to be made on the first dav of Julv next’'and to be 

calculated from the date hereof. ' ' ' .a lu lu pl 

3. The Company hereby charges with the said pa\*ments its undertaking and 
aU ^‘tpejtv pri^nt and future, including uncalled capital and goodudJl ^ 

inrin-TiK IS issued subject to and r^dth the benefit of the conditions 

indorsed hereon, •svhich are to be deemed part of it cunuuicns 

&ven under the seal of the Company this 31st dav of December 10 

The common seal of the above-named Companv was affixed hereto in 
the presence of ' 

Hugh Dickson t ^ . 

George Dickson / 

Abel Chatenay, Secretary. 

pages, are printed the conditions {see 

s 


'^oU.—On the back, or foilowin;2 

below). ® 


usually contain provisions to the effect 


following 

O 


in ^ ^ securing, sav /lo 000 

in aU, ana all the debentures of the series are to rank pari 'passu 'as a 
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first charge on the property and assets of the company without any 

preference or pnoritv over one another. 

( 2 ) The charge to constitute a floating security on all the property 

of the companv, but sometimes power is reser\’ed for the company 
to mortgage specific assets, and on the purchase of any additional 
property to mortgage it to secure the whole or part of the purchase 
monet-; and so long as the charge is a floatmg charge (t.e. until 
the debentures become payable) the company may cany^ on its 
business and deal with its property as the company may think fit. 

(■•) There are protisions for a register of debentures, for transfers 
being in writing and delivered to and retained by the company, 
for the executor or administrator of a deceased debenture holder 
being the onlv persons recognised by the companv as ha%dng any 
title^to It ; for a fee of 2s. 6d. to be paid for registration of any 
transfer or probate; and the company is to be entitled to treat 
the debenture holder as the sole and absolute oiraer, and no notice 

of any trust is to be entered on the register. . -ii k -a 

( 4 i Proidsions are sometimes made that interest iviU be paid 

by cheques posted to debenture holders. , * „ 

(S) There is the important clause dealing wUh the events on 

which the principal monev’s become payable. These are usually 
the following 


m) 




'.0 


li) 


If the company gives three months’ notice of intention to 

A # 

If the company makes default for a stipulated ^riod, such 
as fourteen "days, in pavanent of interest, though it is 
u-ual to add the promso that notice must given 
requinng pavmient of the pnncipal moneys before the 

in^crc^t is o.ctiicil!v pciid. . . 

If a distress or execution be levied or issued agamst the 

If alTSTeV IS made for winding-up or a resolution passed 
to the same effect. 

(6) Debenture holders are often given power i 

Receiver after the principal moneys have become ^^herbv 

mal b. ma,io as ,h= d 

SeT-^nv .hrb.S’.ess of ‘ho 

be applied 

powers and his remuneration. • ^assu of all 

InS^ayment to the debenture holders pan passu 
orincipal moneys. 
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(f) In payment of arrears of interest. 

{//) Any surplus to be paid to the compan\’. 

(S) Sometimes a clause is added saying that the rights of the 
debenture holders may be varied with the consent of the holders of 
three-fourths of the debentures for the time being outstanding, the 
decision of that majority to be binding on the debenture holder^. 

e del3entu.re Iiol^ler s are subject to those of creditor.-, 
whose claims are declared bv S. 319 to be preferential in a windintt- 
up (S. 94). 


Where there is a large issue of debentures it is usual to ha\'e a trust 
deed. The provisions are similar in general eflect to those given above. 
Specific property is often mortgaged to the trustees for debenture 
holders ^yith or without a floating charge on other assets, and the 
powers of realisation and so forth are e.xercisable bv the trustees. 

Receiver Appointed by the Court. —Notwithstanding the e.xistence 
of powers to appoint a Receiver without going to the Court, it is often 
advisable to apply to the Court, and it is necessarc" to do so where the 
ground of application is that the assets are in jeopardy (although there 
has not yet been any default by the company), for it is not usual for 
debenture holders to have power to appoint in such a case, which 
obviously is likely to give rise to differences of opinion. 

There is also the advantage that a Recei\-er appointed bv the 
Court is an agent of the Court, and interference with him amounts to 
contempt of court. If he enters into contracts in carrCng on the 
busmess or for the purpose of realisation he is personallv liable upon 
them, though with a right to be indemnified out of the assets. 

Receiver Appointed by Debenture Holders.—\ Receiver appointed 
b} the debenture holders under the powers contained in the debentures 
lb their agent, and they are liable upon his contracts. To avoid this 

provide in the conditions that the Receiver when appointed 
yall be the agent of the company (in which case the companv is liable 
n hib contracts) and to embody the powers given to mortgagees b\- 

formerly by the Convevancimt 
yt, Khi. But even if the Receiver is made an agent for the comnanv 

his powers to bind it cease when the company is ordered to be wound 

tinW thereby become agent for the debenture 

should, therefore, for his protection obtain an indemnitv 

1 appointing him before incurrimj serious liabilitv 

unless the assets are certainly sufficient to recoup him - ' 

Registration of Debentures.-Jhe requirement, stated below that 

e\eiy mortgage by a company shall be registered, applies to debentures 
capital {c) uInch IS given by an individual would require registration 
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tion. if the emission to register was due to accident or inadvertence, on 
such terms as it thinks fit. 

The redster 1 which is in fact a part of the file of the company's 
papers at Bush Housei is open to inspection, that persons cealin; 
with a companv mav be able to ascertain whether it has mortgaged it' 

assets. 

A floatins: charge created within twelve months of the commence¬ 
ment of the windin?-up is \'oid unless the company immediately after 
the creation of the charge was solvent, except to the amount of any 
cash paid to the company at the time of. or subsequently to the creation 
of, and in consideration for. the charge, together with interest at 5''^ 

V 

(S 

^ ’ o{ Debenture Holders.—\ debenture holder is entitled to 

have a copv of the trust deed bv which the\ are secured and to inspect 
the register of debenture holders (S. S7) and to obtain ^the^Balance 
Sheets of the companv and the reports of the auditors ( 5 . 15^)- He 
has also, when the principal money secured has become due. the 
ordinarv riehts of a creditor. He may sue for his debt recover judg¬ 
ment and isW execution, or petition for the \Mnding-up of the company. 
But as he is a secured creditor he is more likely to realise his secunty. 

which he does bv the appointment of a receiver. ^ ^ , 

As soon as the principal moneys become payable and the debenture 

holders inter\-ene, the - floating charge ” is said to become fixed or 
to attach. Until then the company can deal with its propertt , but 
the charge then attaches to all assets which have not been alienated. 

Rcianpiion of Debentures.—As stated above, some debenture^. 
termed Irredeemable, are payable only in the event of liquidation. 

Other methods of repavment are; lu) By •, \ 

ballot the numbers drawn in the case of bearer bonds being ad\ ertiicd 

in the Pre^s. \b] On Demand, a term that explains itselt. (c) At a 
Fi.xed Date. i.e. at the date specified in the tenns of issue. A compam 
u^uallv has power to anticipate this date, {d) Optwn / 

Companx i c at anv time fixed bv the company subject to due nonce 

o 7 .Vc-a- Dehentims. the proceeds of which are used to pat oft the old 

"^"'^ExcToTwhen new debentures are issued to replace old, the necessarv 

funds for^the redemption of debentures may be ouGde 

nr Lofit- or from a fund accumulated tor t le purpo>e b out.ide 

advances on current account are , beE debit while 

reason onlv of the current account having ceased to be in 
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the debentures are so deposited. That is to say, the debentures are 
available without fresh stamping to secure future advances. 

Notes, A practice has arisen within recent years, and appears 

likely to spread, among limited companies of issuing ‘'notes" in 

acknowledgment of moneys lent. These notes are issued under the 

seal of the company. They give no specific charge on the company’s 

assets, and are usually repayable at definite dates, or by means'of 

penodical drawings. The wording of the note will probably decide 

whether it comes within the category' of a promissory note or a naked 

debenture—no legal guidance is yet available on' the point. The 

holders of such notes are probably unsecured creditors. The amount 

outstanding under this heading should be separately stated in the 

Balance Sheet immediately after the item " Debentures " if any have 
been issued. 


Example of Capital Issue.—The student is sometimes puzzled when 

of various classes 

offered for subscnption by some companies, and wonders why the 

simpler coume of confining the capital issue to ordinary- shares is not 

foUowed. The answer is that financial expediency, and not simplicity 
IS the govemmg factor. \, 

issues are decided upon ^ classes of investors, the following 


£ 

100,000 

100,000 

100,000 

£3^^0,000 


Issue. 

5% Debentures . 

7 % Cumulative Preference Shares 
Leaving for dividend on 
Ordinar}' Shares at, say. 12 y 


Interest 

Required. 

£ 

5.000 

7.000 

12,000 

1^24,000 


a S=; 

formabties must be observed Tfipc Quotation certain rules and 

but they have been dealt with in snffir^ to set out here, 

ins. Without an offidd quSI?bn I" 

suffer. If the application for a on’ ^ ^^^^ncted market prices 
shares \vill in dM course be company’s 

lished daily, at The onci rnLl . f pub- 

Md similar information will appear^b^P^^^^^^tion ; 
Press. ^PP^^’^ the financial columns of the 
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EXAMIXATIOX QUESTIONS. 

1. Define the several kinds of companies ^vhich may be incorporated under 
the Companies Act. 104S. For what purposes, to what extent, and how may a 
companv change; \a^ its name, {b) its objects, ir) its Arrxles of Association r 

2. In what events mav the liabilitv of a shareholder in a limited company 
become unlimited ? 

3. State briefiy the main distinctions between a company limited by shares 
and a partnership. 

4. \Vhzt do vou understand by a Statutoiy or Parliamentary' company? 
State briefiy wherein they diner from companies incorporated under the Act of 

104S. 

5. Describe the steps necessary for the actual formation of a new company. 
i Royal Society .-Iris.) 

*6. Briefiv describe the dinerences which exist between a public and a private 
limited company. {Royal Society .-Ir/s.l 

7. What is meant bv a “ pri\-ate company ” under the Companies Act, 1948 r 
Mention some of the prix'ileges and immunities conceded to such a company, and 
state how it may turn itsell into a public company. 

8. What limit is placed on the number of membeis of a private company ^ 
How is the pri\'ate character of a company terminated ? 

9. W*hat are the contents and functions of the Memorandum of Association 
of a companv ? {Chari^red AcccuyiiaKts.) 

10. Define the Memorandum. How far may it be altered or extended r 

(Royal Society Arts.) 

11. How, and to what extent, may the objects clause in the Memorandum be 
altered ? (Chariered Institute Secretaries.) 

12. When may a company reduce its capital: {a\ ithout leave of the Coun; 

^^'hat steps must be taken for reducing capital when the sanction of the Coun 

is necessarv ? (Ijicorporated AccounianiS.^ 

IX ^^Tlat is the difierence between the Memorandum and the Amcles o: 
Association of a company, and what in parricul^ must be stated m the Memoran¬ 
dum ? To what class of companies, and to what extent, do the regulatio 

Table A applv ? \Inc:<ri:or.iUi A:co-.irAar.iij 

14 W-hat'are the pro^-isions of the Companies Act, 194S. with r«pect to the : 
ij', Registration of Articles; it application 01 Table A; form and signature of 
Article; ii‘alteration of Articles ^ . 

15. Is there any limitation on the right of a company to alter its .^rtic.es 

: Ro-.a! Sc:ie:v ArU.' 

' 16 The prospectus of a companv contained certain smternents that yie 

false. ’ Can X, a^areholder in the company, set aside his share contract, and. 

so, what must he prove ? 

T WTiat are the matters which must be stated m the prospectus. If a 
prospectus contains false statements, how to is a director liable to mdemni. 

person injured bv them? (Rcysi Scciety Aris.- 

^ tS \Miat is the <-eneral liabilitv of directors for statements ^de m a 

t A.. they rel..v. a,em.elv« .i s.=h l»bU.u , 

{Incorporated Accoi^nianis.) ;n n 

19. How does the law now stand as regards the disclosure of contracts m 

^'“jUwhat p^ticulars must the prospectus of ^ndTiJ 

purpose? (Ir.ccrpcrated AccojiAat..^.) ^ 5 What is his 

21. ^^'hat do you understand by the term Promoter . 

position as regards the company 



LIMITED COMPANTES 


31 


\Miat are; I'l^' preliminary contracts, and ‘o- preliminarv expenses in 
:ion with a company? In what circumstances is a C'3mpa^^• liable in 


u hat 


22. 

connection with a compan\ 
respect of these contracts and expenses ? 

23. Define Vendor in connection witli a company. \\'hat are the details 
regarding \ endors that must appear in the prospectus ? 

24. The lirst directors of a company are usuall\' namedi in the Articles : 
must be done by the directors before such an appointment is \ alid 

25. How are Directors appointed ? What is their position as regards the 
company.'' How are their duties and remuneration defined and fixed ? 

^ 26. State what you know as to the use by a compan\' of its Common Seal, 
V hen may a company have an Otheial Seal, and what is its purpose ? 

27. Distinguish between Undeniriting Commission and Commission on 

placing Shares and dehne your duties as auditor with regard to each. ^In- 
corperdied Accoutita'/iis., 

28. In c^hat circumstances, and subject to what conditions, inav com¬ 
missions for undenmting be paid ? s,Ckd 7 teytd Institute Sea f tunes.\ 

29. Tne O.L.M. Co., Ltd., was formed with a capital of ->100.000 in /i shares, 
the \\hole amount being issued to the public. The underwriting uas as follows' 

A, 35.000: B, 20,000: C, 30,000: D, 10.000: E, 2.000: F. 3,000. 

All marked forms were to go in relief of the underwriters whose name thev 
bear. 

The applications on forms marked bv the underwriters were' A 10 000 • 

B, 20.000; C, 22.500: D. 7.500; E, nil; F, 5.000. ’ ' 

Applications for 20.000 shares were received on forms not " marked." 

Draw up a statement showing the number of shares each underwriter had to 
take up. \Chariered Accouyitants,) 

auditors •' under the Companies 
directors of a limited liabiliU- company fix the remuneration of 

Oimmfnt hereon”“'' 

for the ^ ^ Company is nominated 

Se Act of^i94sT ' are necessarj- according to Section 159 of 

11 ^ meant by " Allotment of Shares " ? WTien and how does an 

allottee become a member of the company ? [Royal Soaetv Arls^ 

35 * ^^"hat are bhare Warrants ^ WTiar riaht^ j i. 

bearers of such warrants ^ (Cl-MATcoutls^^ 

scribed CapS” P^M-up cLpTtT^M^nL^H r"li ' 

by showing how these items are stated \n ^ Illustrate your answer 

(Chartered Institute Secretaries.) '' alance sheet of a limited company. 

advantages, nf the fe.„h„„g 

Shares ,P.„ic.pa„„g Otd.n.r,- Shai.st Fon„*d“s' 

Institute Secretaries.) ^ ; (5) Founders'. [Chartered 

39 * the following : Ordinarv xh-irA'- r> i- 

lative Preference Shares; V’ Debentures ^ ;c< Cumu- 

40. \\'hat IS a " Cumulative Preference ^hare " tKa a r 

l-aars arrea, ™h the d.vtdends .n its Cn^Ltl.? fSSVlSTe' 
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)f li each. Would this fact affect the annual accounts? If so. how? (Royd 
Society 

41. What is a Debenture ? Give a draft of the principal terms and conditions 
s’hich might be expected to be found contained therein. 

42. What is usually the primary- object, and what are the principal advantages 
*>f collaterally securing debentures by a trust deed? (Chartered Accountants.) 

43. What is a Floating Charge ? How far is it liable to be postponed to the 
^ghts of other creditors ? (Royal Society Arts.) 

44. In what circumstances may debentures be re-issued by a company after 
they have been paid off or purchase by the company ? (Chaired Accountants.) 

45. .V company issues Notes. How do these differ from 8% Debentures? 

46. State the circumstances in which interest may be allowed on calls paid in 
■ui\’ance, and gi\’e the entries necessary- to record such interest in the books of a 
Limited company. (Royal Society Arts.) 



Chapter X 

L [ .MIT ]■; [) COM PA NI KS -f oyj, „ ur i 
Statistical Records, Etc. 

.^otc .—All rcicrcnccs are to the Companie.-, Act, lo.)', un’ijs i.tiirr-.MSf 
Stated.* 

Besides the ordinary double-entry records that are necessary for the 
preparation of true accounts of all income and expenditure, and of the 
assets and liabilities of a limited companv. there are certain other 
books, registers, and record:> that a limited company is, bv Statute 
bound to keep, and >till others which, by reason rjf their constitution 
and management, limited companies ha\'e found it convenient tn 
keep. In addition, there are sundr\* documents, returns, notices, etc, 
which a limited company must, bv Statute, file with the Registrar of 
Lompanies. Further, while the business which a particular companv 
exists to earn- on is transacted on behalf of the shareholders 
b\ the control of a limited companv vests in the general 

body of shareholders fhe acts of the Directors, meeting as .such, 
muit, b\ statute, be duly recorded in Minute Book.s, and the control 
of the shareholders over their business must be e.verci.sed in the manner 

chapter^'^ statute. These matters are briefly dealt with in this 

Statutor)- Books and Documents, other than Books of Account. 

.Jr of Members containing the particular^ set out in S no 

Alphl’McaUr;.“'I 'h' is no, 

(2) A record consisting of copies of the Annual Return whirh 

(3) Muiuie Books to record proceedine.s at General and Fvtra 

" Man'agers''(s”?45“' 

(4) Register of Directors and Secretaries 200) 

(5} Register of Charges {S. 104). 

Trent creaBn^^^^°^ register of mortgages, a copy of every in^^tru- 
. nt creating any mortgage or charge must be kept 103). ' 

Non-Statutor}’ Books.— 

(i) Agenda Book .—One of the 'ecretarv’<: Htuic- . a 

altered on the left-hand Dane rf o h tlt'ti?, to be done, are 

= 'eft blank fon the chait^^al ^Ttdl^l^J 

^10 ^ ’ 
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particular item of business transacted. In many cases the agenda are 
typed on loose sheets which can be destroyed when the fair-copy minutes 
have been signed. 

(2) Call Book {see p. 362). 

(3) Debenture Interest Book {see p. 400). 

(4) Directors’ Attendance Book. —This, as the name implies, is a 
book in which each Director present at any particular meeting signs 
his name or initials as eWdence of his presence at that meeting. 

(5) Dividend Book {see p. 376). 

(6) Register of Allotment Sheets {see p. 293). 

(7) Register of Allotment Returns {see p. 294). 

(8) Register of Certifications and Balance Tickets {see p. 340). 

(9) Register of Debenture Holders {see p. 333). 

(10) Register of Debenture Stock Holders. 

(11) Register of Powers of Attorney. —In this register, brief par¬ 
ticulars are recorded of the grantors and holders of these instruments 
and the dates on which they expire. Unless such instruments are 
registered with the company, acts purporting to be done under them 
will not be recognised. Companies usually charge a fee of 2s. 6 d. for 
registering these documents. 

(12) Register of Probates {see p. 334). 

(13) Register of Sealed Documents {see p. 335). 

(14) Register of Share Certificates. 

(15) Register of Stock (w’here stock is issued or shares are converted 
into stock). 

(16) Register of Stockholders {see p. 332). 

(17) Register of Transfers {see p. 336). 

(iS) Transfer Fee Cash Book {see p. 337). 


Summary of Documents to be Filed with the Registrar.— 

•^i) Memorandum of Association (S. 12). 

^2) Articles of Association (SS. 6 and 12). 

Declaration as to Compliance with Regulations (S. 15 [2], and 

S. 109 [i] {d) or S. 109 [2] (c)). 

Statement of Nominal Capital. 

(5) *\nnual return of Capital, Members, and Directors (SS. 124 
and 127), with certificates from Private Companies (S. 12S, and, in the 
case of an " Exempt Private Company ” the further certificate required 

by S. 129 [i] {b)). . 

' (6) Nature of Consolidation of Shares, or conversion of shares mto 

stock, or reconversion of stock into shares, or subdi\ision of shares, or 

redemption of redeemable preference shares, or cancellation of shares 

(7) Returns as to Increase of Capital or of Members (S. 63)- 

(8) Reduction of Capital (SS. 66 and 69). , ^ 

(9) Notices of Situation of, or change of, Registered Office (S. 107), 
Situation, or change, of office where a Dominion Register, if any, is 


kept (S. 119). 

(10) Statutor\’ Report (S. 130). 

(11) Copies of Special or Extraordinan,* Resolutions (b. 143) 
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(12) Cop3' of Register of Directors and Secretaries and notitication 
of changes therein (S. 200). 

(13) List of Directors, and Consent of Directors to act, and under¬ 
takings to take qualification shares or statuton,' declaration that the 
requisite shares are registered in the names of the Directors (S. iSl). 

(14) Prospectus (S. 41) or Statement in Lieu of Prospectus (S. 4S). 

(15) Actual contracts, or, if not in writing, Particulars of Contracts 
in respect of Shares issued otheianse than for Cash (S. 52). 

(16) Returns of Allotments (S. 52). 

(17) Particulars of Charges (SS. 95, 96 and 97). 

(18) Memorandum of Satisfaction of Mortgage or charge and 
declaration verihdng same (S. 100). 

(19) Statement of Commission paid on issue of Shares (S. 53). 

(20) Office Copy of Order of Court sanctioning compromises, 
arrangements, reorganisation of Capital, etc. (S. 206), or for facilitating 
reconstruction and amalgamation (S. 20S). 

(21) Printed copy of 5 lemorandum where objects have been altered, 
with copy of order of Court (S. 5). 

(22) Special statement in lieu of prospectus where private companv 
ceases to be such (S. 30). 

(23) Copy of Order of Court regarding variation of Shareholders’ 
rights (S. 72). 

(24) Notice of appointment of Receiver or Manager (S. 102). 

(25) Notice of rectification of Register of Members on Order of 
Court (S. 116). 

(26) Copies of Balance Sheet, Auditor's Report, etc. (S. 127). 


(A'o/£.—T he documents required to be filed on udnding-up are not 
included above.) 


Register of Members. Persons may become members of a companv 

by: (fl) Si^mg the Memorandum, (b) AppKmg for and being allotted 

shares, (c) Transfer of shares by an existing member. The shares of a 

deceased member vest in, and may be transferred bv, his executor or 

actaistrator; the shares of a bankrupt vest in and may be transferred 
by the Trustee. 

Every company must keep, iu one or more books, a register of its 
members and enter therein the follo\^ing particulars:_ 

(a) Names, addresses, and occupations of the members and a 
statement of the shares held by each member, distinguishing each 

S Dffi?on the'^h paid or agreed to be considered 

a memb^er.^ as 

(c) The date at which any person ceased to be a member 
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the case of small companies, the Transfer Register is included in the 
Members’ Register. The register must date from the registration of 
the company, but pending the preparation of the complete register the 
Application and Allotment Sheets may be regarded as fulfilling 
temporarily the requirements of the Statute. The re.gister may be 
contained in as many separate books as may be necessar\-. If the 
number of members is at all substantial, certainly if it is more than 
fiftv, it is most stronglv recommended that the register should be in 
loose-leaf form and kept alphabetically: this saves the necessity of an 
index, speeds reference, facilitates the removal of dead matter, and also 
saves the necessity of compiling an index to accompany the Annual 
Return. 

The date of entr\' should be the actual date on which the entn* 

% % 

was made in the register (since a person is not a member until his name 
is entered in the resdster). or the date of transfer. The date of ceasing 
to be a member should be the date when the transfer was passed by 
the Directors. 

With the exception of notifications received from the Public Trustee, 
no notice of any trust shall be entered on the register, or be receivable 
bv the registrar in the case of companies registered in England ( 5 . 117, 
and Public Trustee .^ct, 1006, S. ii). 

Index of Members. —Everi’ company having more than fifty members 
must, unless the register of members is in such a form as to constitute 
in itself an index, "keep an index of the names of members (S. ink 
The index mav be in the form of a card index. 

Inspection'of Regisier.~lhe register must be kept either at the 
registered office of the company or at the office where the work of 
writing it up is done {whether that office belongs to the company itself 
or to some other person). The Act thus recognises the modem practice 
of ha\-mg the work of writing up the register done by a professional 
reffistrar, who often undertakes the care of the registers of numerous 
companies, quite independent of each other. The register must be 
open for inspection for not less than two hours per day during business 
hours bv members free of charge, and by the generffi public on payment 
of 15. or such less sum as the company prescribes (S. 113). A company 
may, on giving due notice by advertisement, close^^its register for a 
total period not exceeding thirty days in the year ( 5 . 115)- UsuaUc, 
registers are closed for fourteen days prior to the .Annual (kneral 
Meeting for the purpose of preparing the diffidend and voting Hsts. 

Companies whose objects comprise the transaction of business in 
a dominion mav, if so authorised bv the Articles, keep their Dominion 
Branch Registers in that Dominion, but duplicates of such registers 
must also be kept at the place where the company’s pnncipal register 


'.\^v person may demand a copy of the register, or of any part there¬ 
of, on pa\ment of 

a copy must be sent to the person demanding it mthm ten da\b alter 
the demand is received bv the company 113 jX ^ . j 

Postino Share This is done from the Application 

Allotment Sheets already described, and from the Call Book for the 
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subsequent calls. From these sources, the names, addresses, occupa¬ 
tions, number of shares mth their distinctive numbers, of each share¬ 
holder are obtained, and also the amounts due on application, allotment, 
and calls. These amounts furnish the dehit against each shareholder! 
The Cash Book ^or Shareholders’ Cash Book, or loose Application and 
Allotment t^heets, if the issue be a large one) gives details of the pa\'- 
ments made by shareholders (application, allotment, first call, etc.) 
and the posting of these particulars completes the credit side of the 
Share Register. Shares subsequently sold and transferred t\-ill be 
posted from the Transfer Register, or Transfer Guard Book, to the 
relati^■e accounts of the old and new shareholders. The accuracv of 


the Share Register can be tested at any time, seeing that the dkad 
balances should tally with the amount of capital the compant' has 
called up less calls in arrear plus calls paid in advance. 


Annual Return.—It has already been stated (see p. 300) that an 
initial return must be made of a company's subscribed capital, and of 
any increases thereof. In addition, evert' companv having a share 
capital must, once in even,- year, fonvard a return called the Annual 
Return ,S. 124). The particulars to be included in this return are 
specified in Part I of the Si.xth Schedule, and the return is to be as 
nearly as possible in the fomt set out in Part II: this form is in six 
sections, as follows:— 


1. Address of the Company’s Registered Office. 

2. Situation of Registers of Members and Debenture Holders. 

3. Summarv of Share Capital and Debentures (this part of the 
return is illustrated on p. 326). 

4. Particulars in Indebtedness (this is the total amount of all 
mortgages and charges which are required to be registered). 

3. List of Past and Present Members (for details see below). 

6. Particulars of Directors and Secretaries {see p. 327). 

In the case of a private company, the return must be accompanied by 
certificates, signed by a director and the secretan,', stating that: (i) the 
company has not since the date of the last annual return issued any 
invitation to the public to subscribe for shares or debentures, and 
i2) that the excess of the number of members over fifty consists wholly 
of present emplovees or of past employees who became members while 
thev were employees. In the case of an Exempt Private Company, 
the'secretarv and a director must certify that the conditions set out 
in S. 120 !2i have been complied with (see p. 269), and except in the 
case of an Exempt Private Company the return must be accompanied 
by copies of all accounts laid before'the company during the period to 
which the return relates and the reports of the directors and the 
auditors. All these must be certified as being true copies. 

The List of Past and Present Members need only be in its complete 
form in one vear in e‘\'erv three \an innovation introduced b\ the 194^ 
Act'!. The co’mplete form'calls for a list of the names and addresses of all 
persons who. on the fourteenth dav after the company s Annual 
General Meeting for the year, either were then members or had ceased 
to be members since the date of the last return ipr in the case of the 
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Number of Company . [Form No. 6 .k. 

THE COMPANIES ACT, 1948 

FORM OF ANNUAL RETURN OF A COMPANY HAVING A SHARE 

Capital, a companies 

X \ Registration 

AsrequiredbyPartlV oftheCompanies Act, 1948 ( ) 

(Section 124). \ J must be 

impressed 

Annual Return of.Limited, made up to 

... i 9 --- (being the fourteenth dav after 

THE DATE OF THE ANNUAL GENERAL MEETING FOR THE YEAR 

Situation of Registered Office. 

The address of the Registered Office of the Company is. 






• « • ♦ 








Situation of Register of 

Members. 

The address of the place at which the Register of 

Members is kept (if other than the Registered Office 
of the Company) is. 








Situation of Register of 

Debenture-Holders. 

The address of the place in Great Britain, other 
than the Registered Office of the Company, at 
which IS kept any Register of holders of Debentures 
of the Company or any duplicate of anv such 
Reg^ter or p^art of any such Register wliich is 
kept outside Great Britain is 


























CERTIFICATES APPROPRIATE TO A PRIVATE COMP\NY 

ONLY. ■ 

A. Certificate to be given by a Director and the Secretary of 
EVERY Private Company (whether an Exempt Private Comoanv 
r ^‘Snatures of iwo separate persons are required f ' 

Signed . r- t K 

^ . Signed . 

Director, 

becretarw 


K strike out the second alternative 

Return strike out the first alternaiive. auernotue. 


/n the case of a second or subsequent 


Section (,) of Seetbn "Yol 

included in reckoning the number of fifH ^ 

c: _ j 


Signed 


Director, 


Signed 


Secretary. 

compkt^' Companv the additional Certificate (C) on page j most be 

of the C?mp^a™y““^^ ^ Director and the Secretan- 
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SUMiURY OF SHARE CAPITAL AND DEBENTURES.* 

(A) Nomin.u, Share Capital £ . 

Number. Class. 

.shares of £ .each 

Divided .^. 

.shares of £.each 

.shares of £ .each 


I. 


(B) Issued Share Capital and Debentures.* 

Note : • The reference to “ Debentures ” relates to paragraphs 12 and 13 only. 

Number. Class. 

Number of shares of each class taken up to the date of this return'1 .shares 

(which number must agree with the total shown in the list as held by > .shares 

existing members). 


2. Number of shares of each class issued subject to pament wholly in 
cash. 


3. Number of shares of each class issued as fully paid up for a considera¬ 
tion other than cash. 


4. Number of shares of each class issued as partly 
paid up for a consideration other than cash 
and extent to which each such share is so 
paid up. 


shares 

shares 

shares 

shares 

shares 

shares 

shares 


shares 


{issued as paid up to the extent of £.. 

{. issued as paid up to the extent of /. 

{issued as paid up to the extent of £.per share 

( .shares 

\ issued as paid up to the extent of £.per share 

.shares 


Number of shares (if any) of each class issued at a discount 

6. Amount of discount on the issue of shares which has not been written 

off at the date of this return. 

£.per share on 

7. Amount up on number of shares of each class. £.per share on 

£.per share on 

£.per share on 

8. Total amount of calls received, including payments on application and \ 

allotment anH any otms received on shares forfeited. / 


Number. 


. •. 

Class. 


shares 

shares 

shares 


shares 


9. Total amount (if anv) agreed to be considered as*^ 
paid on number of shares of each class issued as 1 ^ 
fully paid up for a consideration other than 


Number. 


£.... 

Class. 


• 


on 


to. Total amount (if any) agreed to be considered as 

paid on number of shares of each class issued as ^£.on 

partly paid up for a consideration other than 
cash. 

II. To<4i of calls unpaid 

Total amount of the sums (if any) paid by way of commission m respect ^ 
of any shares or debentures. / 

Total atnount of the sums (if any) allowed by way of discount in respect ^ 
of any debentures since the date of the last return. / 


shares 

shares 


shares 

shares 


12. 


£ . 

£ . 


Number. 


£ • • • < 
Class. 


14. Total number of shares of each class forfeited 


shares 

shares 

shares 

shares 


15. Total amount paid (if any) on shares forfeited 

16. Total amount of shares for which share warrants to bear« are outstanding . 

17. 


• sr 


Total amount of share warrants to bearer issued and surrendered\ Issued. 


I 

£- 


respecti\'elv since the date of the last return. . 

18. Number of s^res comprised in each share warrant to beaiw, sp^j’mg 
in the case of warrants of different kinds, particulars of each kmd. 


Surrendered. £ 


Particulars of Indebtedness. 

ToUl amount of indebtedness of the Company in resp«t M all 
which are required (or. in the case of a Company registered m Scotl^d, 

Company Sd been registered in England, would be required) to 

the Reg^trar of Com^inies under The Compames Act, 1943. or which would have 

been required so to be registered if created after ist July, 1908. 


V C. 
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CERTIFIED COPY OE ACCOUNTS. 

Except where the Company ii either an Exempt Pr.vaie Company a? urnr.-\: by S<rc 


V4 « I i 


:fTL 


ecretan- or the ContpAny to he a true copy, oi ever\' Balance Sheet laid beicre the Con.panv m GeV crai 
leeting during the penod to which this Return relates lir.cluding everv uccun-ent rec^uired bv law to te 
Mexed to the Balance Sheet) and a copy certihed as aforesaid) of the Repcri cf the Auditors cn. ^nd 
I the Report of the Directors accompanying each such Balance Sheet. 1 : any such Balance i-heet 
orament required by law to be ariT.exed thereto is in a foreign languace there ucusi also te annexed tu 
bat Balance Sheet a translation in English of the Balance Sheet or dcNuntcnt certmed in the fre-enbed 
nanner to be a correct translation. If any such Balance Sheet as aforesaid cr document required bv Lw 
0 be annexed thereto did cot comply with the requirements cf the law as in force at the date of the aud;! 
dth respect to the form of Balance* Sheets or d-xurnenis aforesaid, as the case may be, there must be made 
uch additions to and corrections in the copy as would have been required to be made m the Balance Sheet 
r dxument in order to make it comply with the said requirements, and the fact that the copy has been 
0 amended must be stated thereon. ' 


Either Certificate “ C or Certific.me *’ D ” offosite should be signed. 



C) Additional Certificate to be given in the case 
of an Exempt Private Company by the per¬ 
sons signing the Certificates on page i. 

Certifp that, to the best of our knowledge 
ind belief, the conditions mentioned in Sub-Section 
2) of Section 129 of The Companies .Act. 194S, are 
atisfied at the date of this Return and have teen 
latished at all times since.* 

(S:g«/J). Director. 

^S!g«^■i) . Secretary. 

• Insert “ ist July, 104S ” ithe date of the com- 
nencement of The Companies Act, 194E'. or. if tne 
Hompanv was registered*after that date, the date on 
Ahicb it was registered, or, if the proviso to Section 
[29 ii) has effect in relation to the Return, the time 
It which it was shovvn to the Board of Trade that 
:he conditions mentioned in the Certiheate were 
iatisned. 



iThe SiiKaiures cf tuo separate persems are 
tiCuireJ cn Cer.ificjies .C) and -D,'.) 


CtrtifP that there is annexed hereto a true 
copv of even.- Balance Sheet laid before the Com¬ 
pany in General Meeting during the period to 
which this Return relates including every dxu- 
meet required by law to be annexed to the Balance 
Sheer and a true copy oi the report of the Auditors 
on. and of the report of the Directors accompany¬ 
ing, each such Balance Sheet. 


'5fgneJ>. Director. 

xSiireJ) . Secretary 


. Seerdar’, 


Tne Balance Sheet referred to above shodd be 
identihed by writing thereon—“ This is the copy 
referred to in the annexed Certiheate (D) " and 
signed as above. 
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first return), since the company's incorporation. The list must either 
be in alphabetical order or suitably indexed and must state:— 

(1) as regards existing members, the number of shares held by 
each at the date of the return, and 

(2) as regards both past and present members, the numbers of 
shares transferred since the date of the last return, speciftdng the 
dates of registration of all the transfers in question. 

S. 124 (i) [c) provides, however, that if a fuU return (as above) has 
been made in either of the two immediately preceding years the hst 
need include only persons who have either become or ceased to be 
members since the date of the last return and all changes in share¬ 
holdings since that date, i.e. any member whose holdings have remained 
unchanged during the }'ear may be omitted and, as regards a person 
who was a member a year ago but who has parted with a part of his 
holding, only particulars of the shares transferred need be shown. 

Transfers of shares since the last return are recorded against the 
name of the transferor only, not the transferee, though the name of 
the transferee may be desired to be noted in the “ remarks ” column. 
In the case of a “ full ” return, the column in which is entered the 
numbers of shares held at the date of the return must be added up and 
the total must agree \nth the total issued capital of that class. In 
the event of there bein? different classes of shares, either the columns 
mav be subdivided as appropriate, a separate subdivision to each class 
of capital, or each class may be dealt with in a separate list. The 
information required by the Act, and the form in which it is presented, 
including the “ full ” list of members, is illustrated on pp. 325-329. 

A copy of the return as filed is made at the end of the Register of 
^Members,' but in large companies a duplicate copy is usually made on 
the official Form b.t used for the return, and is then bound up with 

previous returns in book form. 

No return need be filed after the statuton,- meeting. 

Minute Books.—By 5 . 145 every company shall cause minutes of 
all proceedings of general meetings and of its directors or managers to 
be entered in''books kept for that purpose. Any minutes made therein 
purporting to be signed bv the chairman of the meeting, or by the 
chairman "of the ne"xt succeeding meeting, shall be evidence of the 
proceedings. Until the contrary is proved, every meeting whereof 
minutes have been so made shall be deemed to have been duly held and 
convened, ami all proceedings had thereat to have been duly had, and 
all appointments of directors, managers, or liquidators to be \alid. 

Eminent counsel have advised that the words " Books of the 
Company ” to which, under S. 162, auditors have right of access, 

include the Minute Books and Letter Books. 

The minute books of general meetings are open to the inspection 
of any member during business hours, subject to such reasonable 
restrictions as the company mav bv its articles or in general meetmg 
impose, but so that no less than two hours in each day are allowed 
for inspection. Anv member may obtain a copy at a charge not 
exceeding oi. per hundred words (S. 146). 
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Re^ster of Directors and Secretaries.—S. 144 uf tin- Act 

required a company to keep a " Register of iJirectors ” in which hat] 
to be recorded statutor}- particulars regarding the directors 
managers. The corresponding provisions in the 104'' Act S. aool arc- 
somewhat different. There is no longer anv requirement as to the 
inclusion of managers :that is to sav, of course, managers whtj are not 
directors), and the company’s secretary must now be included. The 
particulars required to be recorded are, as regards each director, hi< 
full name, usual residential address, nationalitv. business occupaticn. 
and particulars of any other directorships he holds; also, in the i U'-- 
of a company to which S. 1^5 applies Sce p. 2^3,, the date’of his birth. 
Particulars of other directorships need not include directorships in a 
compM\ of uhich the company in question is a wholly owned sub^idiary 
or which is itself a wholly owned subsidiary of the company in question. 
As regards a secretary, the necessary" particulars are his full name and 
usu^ residential address. A copy of the register must be sent to the 
Registrar within fourteen days of the appointment of the first directors 
and on any change occurring las regards directors or secretaries.! the 
Registrar must be notihed of the change within fourteen days. 

Register of Charges. By S. 95, every- mortgage or charge created 
by a company: {a) for the purpose of securing a debenture issue: 
or (0) on uncalled share capital; or n'i by an instrument which if 
executed by a pnvate person, tvould require to be registered as a 
bih of sale, or [d) on any land or interest therein : or <e\ on anv book 
debts; or ,;/) bemg a floating charge on the undertaking or property 
ot the company, or (g) a charge on unpaid caUs; or An on a ship or 
an} share in a ship; or u) on goodwill, on a patent or licence under a 
patent, on a trademark, or on a copyright or a licence under a copyrif^ht 
IS void ^ a secunty against the liquidator or any creditor of the corn- 
pan} unless the instrument (if any; and prescribed particulars of the 
mortpge or charge is delivered to the Registrar for r^istration within 
twenty-one days after the date of its creation. That^is, in the event 

I" e.xecution creditor, the lenders under an 

o^ffilure^'ln'""^^''"" or charge are merely unsecured creditors. But 
on failure to register, the moneys secured by such a mortga-e or 
charge immeaiately become payable. ' 

The Registrar must keep in the prescribed form a register for each 
cornpany of such mortgages and charges, and enter therein the date of 

shnri or charge, the amount ^ccured^bv it 

of th property mortgaged or charged and the names 

Register forms part of the company’s file at Bush House and anv’inp 
may mspect it on payment of is. cN -3-) 

(S. qS Fg'). ' mgi5,ration hate been complied with 
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property of the company and all floating charges, gi^-ing in each case 
similar particulars to those the Registrar is required, by S, gS A', to 
enter in his register, A form of this register is sho^^m on p. 332.' 

This company’s register, together \t-ith copies of instruments 
creating any mongage or charge, must be kept open for inspection at 
all reasonable times by any creditor or member of the company -with¬ 
out charge, and the register itself for the inspection of any other person 
at a fee not exceeding is, per inspection (S, 105). 

It will be seen that the registration of mortgages or charges is a 
double one; registration both by the company and the Redstrar, 
The object of registration is to ensure that the creditors of a company 
get due notice of the creation of aU charges on the company’s assets, 
\Mien a charge is paid off, a Memorandum of Saiisfaction in the pre¬ 
scribed form should be filed nith the Registrar, who will duly note the 
fact (S, S4), 

Register of Stockholders.—\Mtere stock has been issued it is 
necessart- to keep a register of the holders, and of the shares conyerted 
into stock (scv p. 333). 

Register of Probates.—This is a Register used to record brief details 
of probates and letters of administration, etc., respecting the estates 
of deceased shareholders. A fee of 2s. 6;f. is usually charged by 
companies for registration. 


Register of Debenture Holders.—Rather surprisingly, the Act does 
not make the keeping of this register compulsor\', though it is the 
almost uniyersal practice to do so. S. S6 proddes that if a register 
is kept it must be kept either at the registered office or at “ the office 
at which the work of making it up is done ”; if a company registered 


in England keeps a register, that register must be in England, and 
similarly for Scotland. The Reffister contains particulars of the 


names and addresses of the debenture holders together with particulars 


of their holdings. If the debentures are not fully paid, the Register 
must contain accommodation for the cash transactions between the 


company and the holders. If kept, the Register is open to inspection 
by debenture holders and shareholders, and copies may be demanded 
on patment of the prescribed fee. Any debenture holder or share¬ 
holder may obtain a copy of any trust deed securing debentures on 
payment of the prescribed fee (S. S7). A form of this Register is 
shown on p. 333. 

The Register of Debenture Holders is posted from the Debenture 
Application and Allotment Sheets, and from the Debenture Cash Book, 
or, in small issues, the Cash Book proper. Changes of ownership are 
recorded in, and posted from, the Debenture Transfer Register {Transfer 
Guard Book). This latter register is similar in principle to the Share 
Transfer Register and need not be illustrated here. 


Register of Debenture Stockholders.—If debenture stock has been 
issued, a register identical in principle to the Stock Holders Register 
giyen on p.''332 must be kept. Columns are pro\*ided in this register 
for details of the debenture stock acquired, number of the certificate, 
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stock transferred or redeemed, and for showin? the balance of -■-'ck 
still held. 

Register of Sealed Documents.— In this redster are recorded brief 
details ot all documents that have been sealed bv the companv ■--c 
p. e03b ■ i 

^ Register of Transfers. -A Resrister of Transfers is not compulsor^^ 

excrpt m the case ot Parliamentan* companies, but it is necessan* that 

a proper record should be kept ot ail transfers accepted bv the com’panv. 
A tonm ol Keg'ister is given on p. 330. ' ^ 

:^eparate registers should be kept for each class of share. In «mall 
companies provision is usually made for the Redster of Transfers at 

the end of the ^hare Ledger. 

It is. perhaps, more usual in these days to keep a Transfer dmirf 
in which he actual transfer deeds are pasted in numencal order 
ot the old and new certiheates. the distinctive numbers 
pe vharci., and the tohos ot the members are noted on the transfer 
and the posting is then made direct from the deeds to the ^hare 
Register. Another modem practice is to hie transfers in a loo^e-Ieaf 
binding case. Debenture transfers are dealt \nth on preci^elv dmilar 

|eT Sr.'? 

company possekingpoivlrMreflidranlfe?™' “ 

■" r..;c/c,, PMUp, 

only—it denotes obligations also- and .lA 

his liabilities to future caUs.” ^ Pa}'ments and 

e.xecutor or^a^r^inLratoFi'^plSond his 

.nca^ liabtlitv. but the exe^^-J^SSL 

declared or paid but dividend has been 

quoted dti-.. transfer to the purchaser Ae dA'-Ar Rules, 

paid over to him by the vendor. ‘ ^ which must be 
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he requests to be placed on the redster Buchiy’s 'i'’7cT). For 
these reasons executors very rarely reyistc-rT as, ni th-ir crpre^entatw 
capacity, they can execute transfers up-;';i sale ''i the shares after 
registration of probate uath the coinpariy. On the Tenth of a i-int 
holder, the shares vest in the sur\-ivor, and a d-ath '0-rt;n<'ate '.v:!l b- 
accepted b\ the company as sufficient evidence. On Ixinkruptcv, tlv' 
debtors shares are in the dispositieni c>f the trustee, vho can transi'-r 
them on the same conditions as the bankrupt could have d'jriL-, or la:- 
can disclaim any shares on which there is a liabilitv for uncalled capital. 

Form of Transfer.— A transfer miust be in writin? F. 750 Th*- 
particular form of transfer prescribed by the companv's Articles must 
be used, sometimes the form of transfer is set out in the .Articles 
Table A, clause if, gices a form of translen. In the ctreat majoritv 
of cases, the common form of transfer riven on p. 330 is accented.' 

This common-form transfer can be obtained fru.m anv law ^tatiormr 

Its use Is compulsory if a Stock Exchange quotation is to be obtained. 

t ompanies vfll not accept transfers which deal \s'ith more than one 

class of share. Transfers sent for redstration must be accompanied 

by the relative share certificates, and the transfer fee which umcdb- 

Is 2s. 6,T per deed. Transfer fees are posted to a - Transfer Id-c 

Account m the Ledger, and duly appear, in a sinde total, on the 
credit side ot the Profit and Loss Account. 

Transfer Fees Boofe.—ln large companies, where dealin?v in the 
shares are numerous, a Transfer Fees Book, ruled as under, is kept 
to record the receipt of transfer fees. The totals from this book arc- 
entered at intervals in the General Cash Book. In some cao-. the 
ranster work is^ handed over to an outside re-istrar, in which'ca=e 

he fees go to him in whole or part painnent for his services. When 
that li 50 , no entries for transfer fees are made in th 

transfer fees book. 


e companv's books. 


Date. 


No. of 

Triiiiicr. 


-V 









Transfer Stamp Duties.-The rate of dutv was mcre is^d Iv- fo- 

Fmance Act, 1947, and the scale now in force is as set ouJ 

_ if the consideration is not more than Tas th^ dutv is f ir -s -u 

0 or part of 15 ot the consideration, thus dutv on T7would"fo 
2A on i.19 It would be Ss.; and on Tn p-,, - I'" 

thedrldrd'Sdd'f ^han T30.-, 

the dutt nses bt steps ot los. per £25 or part of 325 01 considcranon; 

In some cas6s, the ArtiC'^s 

holders to register the shares m th^ir own or a ncmmeTs'nS'' representative 







}38 


HIGHER BOOK-KEEPING AND ACCOUNTS 



SHARE TRANSFER. 

I, Owen Jo$us, of Llanirysanf, Farmer, in consideration of 

the sura of tf^ousand pounds paid by Henry Xorman. 

p/ 1754 Cannon Street, E.C., in the City of London, Chartered 
Accountant, hereinafter called the said Transferee. 

So hereby bargain, sell, assign and transfer to the said Trans^ 
feree:— Two thousand (2.000) fully paid shares of one pound each, 
numbered 72096 to 74095 inclusive, of and in the undertaking 
called Grant, Wood and Company, Limited. 

bolb unto the said Transferee, his Executors, Administrators 
and Assigi^. subject to the several conditions on which I held 
the same immediately before the execution hereof; and / the 
said Transferee do hereby agree to accept and t^c the said 
Shares subject to the conditions aforesaid. 

%6 TQttnC 65 our Hands and Seals, this fifth day of March, in the 
Year of our Lord One thousand nine hundred and 


Signed, sealed, and delivered, by the above 
named Orcn Jones, in the presence of 

{ Signature,* MieMad MaceiUieuddy. 

Address, Uantrysant, Wales. 

Occupation, Farm Bailiff. 

Signed, sealed, and d^vered, by the above 
named Henry Sarman, in the presence of 

rSignatore,* S. HomdL 
< Address, 1754 Cannon Sired, London, E.C. 
LOccapabon, Audit Clerk. 


OtiTS Joses, 


H. Nobmas. 


Signed, sealed, and 
named. 


ture 


-ered, by the above 
in the presence of 


.Address 


OocupatioQ 


Signed, ! 

named 


and delivered, by the above 
.in the {sesence of 


tore • 


Occupation 



Note. —^The Consideration-money set forth in a transfer may differ from that which the first Seller 
will recdve, owing to subsales by the original Buyer; the Stamp Act r^fuires that in such cases the Coo- 
sideration-mooey paid by the Sub-purchaser shall be the one inserted in the Deed, as regulating the ad 
valorem Duty; the foDowing is the Clause in question :— 

** Where a Person having contracted for the pundiase of any property, but not bavi^ obtained 
a Conveyance thereof, contracts to seD the same to any other Person, and the Property is* in conse 
quenoe, conveyed immediately to the Sub-purchaser, the Conveyaoce is to be charged with ad valerm 
Duty in respect of the Considmtion moving from the Sub-purchaser *'—{54 & 55 
section 58, sub-section 4]. 

INSTRUCTIONS FOR EXECUTING TRANSFERS. 

* Wken a transfer is executed out of Great Britain, it is reco m m e n d e d that the Signatures be d ted M by 
H. M. Consul or Vice-Consul, a Cler^man, Magistrate Notary Public, or by some dMa pason bo Uing a 
pMie position—as most Companies refuse to recognise Signdstures not so atteded. Wken a witness ts a Fmak 
she must State wketker she is a Spinster, Wife or Widom and if a Wife she mud give her Bmsban^s jfame , 
Address, and Quality, Profession, or Occupation. The Bate mud be inserted in Words and net m Ftgura, 
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Thus dutv on £26 would be £1: on iTrs it w„uld he /s io>. : 'Ui 
£276, £6. ^ 

If the consideration exceeds £300, the dut\' rises b\' steps of £1 

for each additional £50 or part of £5'' of consideration. Thus duty 

on £301 would be £7; on £350, £7: on £351, £,s, and so on without 
limit. 

If houe\er the transfer is made to a bodv of persons established 
for charitable purposes only, duty is assessed at the rates in force 
before the Einance Act, I947' took effect, i.c. at half the abo\‘e rates. 

Over £300> the duty is £i for every additional £50 or fraction 

thereof. Lnless these duties are paid within thirt\‘ da\'s of execution 
a penalty is incurred. “ ' 

If a transfer operates as a gift, or in discharge of a debt, the 
statutory ad valorem duty is payable on a value to be a2:reed between 
the transferor and the Inland Revenue; and an "adjudication” 
stamp must be impressed, as otherwise the transfer is not dulv stamped. 

jSominal Consideration.— a transfer is not made^on sale or 
pft, e.g. where an executor transfers shares to a legatee to whom thev 
ha\e been bequeathed, or a nominee transfers shares to the person 
for whom he holds them, it is usual to insert a nominal consideration 
of 105., and a los. stamp onh; is required. Persons registenng a 
ransfer not duly stamped are liable to penalties, and such transfers 
will not be accepted m evidence in civil proceedings. 

Dunng and since the war there have been res'tnctions on the free 
transmission of shares and debentures, even in public companies such 
restrictions being imposed to prevent the ownership of the "shares 
passmg into enemy hands, or (more recentlv) to ensure that the 
ownership remains wnth persons in the " sterling area.” ‘^uch restric 
tions necessitate the completion of statutory declarations (bv reco'ni ed 
stockbrokers ek. ob behalf of both transferor and transferef t'he 
forms of such dedirat.ons being usuaav printed on the back of he 

roSered “timil''' “7^ ‘'“P Tansfer cannot 

bonds change hands, and a British bank will not accept the cStodv of 
anj bonds unless the proper declaration accompanies them. 

^ Transfer.-The Articles usually empower 

liable rntTS? traLfa lataXuvtee'n re“£;ed‘'’\-nr'7”r 7 

there is also a contingent liabihty‘after remstration It limnvis; ’ 
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number of shares, etc. Alterations must be initialled by aU parties 
As a precaution against fraud, the transferor is usually notified of the 
lod^ent of the transfer, and a record of such notifications is kept m 
a Notice of Traiisfers Lodged Book. If the Directors approve the 
transfer, a resolution to that effect is passed, and the transfer is recorded 
in the Transfer Register or filed in a Guard Book, initiaUed by the 
chamnan, ^d duly posted to the Share Ledger. In due course a new 
certificate is sealed and forwarded to the transferee. 

If a company refuses to register a transfer, it must, within two 
months after the date on w’hich the transfer was lodged with the 
company, send to the transferee notice of the refusal (S. 78). 


Balance Tickets.—WTien certificates are lodged embracing more 

shares than are necessary to satisfy a transfer, a Balance Ticket is 

issued to the tr^sferor. Balance Tickets are issued free. They form 

temporary certificates, are accepted on the Stock Exchange, and 

enable the transferor to deal with the balance of his holding. In due 

cou^, they are exchanged, on pajnnent of is. fee, for definitive 

certificates, the old certificates being cancelled. Particulars of such 

transactions are recorded in the Register of Certifications and Balance 
Tickets. 

The usual form of Balance Ticket is as follows:— 


Ravarys, Ltd. 


Received from 


London, 

Spencer House, 

South Place, E.C. 2. 

. 19... 


Share Certificate No.in favour of... 

for . shares in the above Company, deposited against a Transfer 

for . shares. 


Balance of shares remaining 


(Signed) 


Registrar, 


N.B.—Transfer hours: 11.30 to 2.30, Saturdays excepted. 


Blank Transfer.—A blank transfer is a transfer executed by the 
transferor only, no transferee being named, and no date inserted in 
the transfer. Such a transfer attached to the relative certificate is 
frequently deposited as equitable security for a loan—^the intention 
being that the transferee shall, when the agreed event happens, fill 
in his name, or a purchaser's, and so complete the document. But it 
is no protection against a fraudulent transferor who, representing to 
the company that the certificate has been lost, obtains a fresh certi¬ 
ficate and then sells the shares. To make the security complete it is 
well for the lender to serve upon the company a Notice in Lieu of 
Distringas. This ensures that, if any attempt is made by the transfCTor 
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to transfer the shares elsewhere, the company must give to the mort¬ 
gagee notice of the fact. The lender can at any time within eight 
days of the receipt of the notice apply to the Court for an order to 
prevent the transfer. ^\Eere a transfer must by the Articles be by 
deed, a blank transfer is useless, for as a deed it is void. In that case 
the borrower should execute a power of attorney, authorising the 
lender to execute a transfer in the borrower’s name, to sign, seal, 
and by his act and deed deliver " a transfer of the shares. The notice 
in lieu of distringas should also be given. 

Certification.— The transferor, or his broker, may complete the 
transfer form so far as the transferor is concerned, and lodge it with 
the relative certificate at the company’s office for “ certification.” 
After seeing that the certificate and transfer are prima facie in order, 
the secretarj^ or registrar will then impress on the transfer, by means 
of a rubber stamp, a certificate that a share certificate covering the 
shares to be transferred has been lodged with the company. 


Ravarys, Ltd. 


A certificate of the within mentioned 
Company's office. 


(Signed) 


shares has been lodged at the 


Secretary. 


The transfer form so certified is accepted by the transferee as 

sufficient evidence of title, since the company retains the share 
certificate. 

In the case of quoted shares, certification may be done by the 
Secretary of the Stock Exchange. 


Forged Transfers. —A transferee under a forged transfer obtains no 
nghts over the subject-matter of the transfer. But if acting upon a 
forged transfer, a company issues to the transferee a certificate, then 
any person who acts on the faith of it and suffers damage is entitled 
to be compensated by the company {Bloomenthal's Case [iSq?!). The 
true ovmer of shares transferred upon a forged transfer is entitled to 
have his name restored to the Register as owmer of the shares. It 
is not the registration of the transferee’s name that gives the right to 
compensation, but the issue of the certificate, which is prima-facie 
e\adence of title to the shares, and upon which a person is entitled to 
act. Many companies protect themselves against loss through forged 
transfers by taking out a Lloyd's policy of insurance, or it may build 
up a Fund, under the Forged Transfer Acts, for the purpose. 


Debenture Transfers. —The transfer of debentures is subject to the 
same regulations, stamp duties, and registration fees as is the transfer 
of shares. A Debenture Transfer Register is kept to record such 
transfers wbch are effected on pnnciples identical with those already 
descnbed. Debentures can be transferred only for the fixed sums 

hand ^^be^ture stock, on the other 

nand, can be transferred in anv sum. 
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EXAMINATION Ol’ESTION. 


^^hat IS a mortgage? What records are necessary in the case of a limited 
company which has mortgaged its freehold property'' {Royal Society Arts.) 


Soliiiicn. 


Dennition .—A mortgage is a conditional transfer of property made by a 
borrower to secure the repayment of a sum of money at a fixed date, too-ether 
usually, with interest thereon. In other words, it is security giyen by a borrower 
of money to the lender to coyer a loan. 

:^ta!:sj:cai Reco/ds .—A brief description of the property charged, the amount 
of the charge, and the names and addresses of the mortgagees must be entered 
in the Register of Mortgages kept at the registered office of the company, as 
required by 5. 104. Similar particulars must also be sent to the Registrar of 
Companies within twenty-one days for registration in the company's file at 
Bush House (S. 06'. ' 

Financial Records .—The cash receiyed from the lender must be debited, on 
receipt, in the Cash Book, and posted therefrom to the credit of the Mortgage 
Account. Notes should be made as pan of the heading of the Account, recording 
the due date, the rate of interest payable, and the dates upon which it is payable. 
Notes should also be made as part of the Ledger headings of the asset accounts 
charged under the mon^ase. 


Company Meetings. —Distinctive names are given to the meetings 
which may, or must, be held by limited companies:— 

Statutory Meeting. —This is provided for by S. 130. It is usually 
the first meeting held. Every imited company, other than a private 
company, must hold this meeting ^unless limited by guarantee without 
a share capital) not less than one month or more than three months 
from the date when the companv is authorised to commence business. 
Fourteen clear davs before the meeting, a Statutory Report, in the pre¬ 
scribed form, must be sent to all members, and a copy be filed with 
the Registrar. This report and the procedure at the meeting are 
discussed in detail on p. 413. The object of the meeting is to afford 
shareholders an opportunitv to discuss any matter arising out of the 
formation of the company, and the company's prospects. 

Annual General Meeting. —EveiA’ company must hold at least one 
ordinarv meeting in every calendar year tS. 131). This ordinary 
general meeting must be held, under penalty if it be not held, not more 
than fifteen months after the preceding ordinaiA* general meeting. 
The statutory meeting is not an ordinaiy general meeting. At this 
meetini^. the notice convening the meeting is read, the accounts are 
presented, and the Auditors’ Report thereon is read. If the meeting 
approves the accounts thev are passed, and the dividends (if any) 
proposed to be paid bv the Directors are declared. Retiring Directors 
and Auditors are re-appointed or the vacancies othennse filled. The 
regulations for calling and conducting these meetings are contained in 
the company’s Articles. These meetings are termed Ordinary Meetings, 
and the business transacted thereat is Ordinary Business. The Articles 
usualh' specifv the business that is to be considered ordinary* business. 
Business outside this specification is deemed to be Special Business, 
and in order to transact special business particulars of its nature must 
be given in the notice convening the meeting. The length of notice 
required for meetings is governed by the Articles, but S. 133 p^o^Tdeb 
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that the notice must not in any c\'ent be less than tweiity-one in 
the case of the Annual General Meeting or fourteen days for other 
meetings (unless called for the passing of a special resolution [%ec p. 344). 
If the company s accounts are to be laid before the meeting a copy of 
the accounts and of the directors’ and auditors' reports must accornpaiu' 
the notice (S. 15S). Only shareholders, or their proxies (if the Articles 
so provide), are entitled to attend and vote. If default is made in 
calhng this meeting, the Court may call it upon application of ari>- 
member of the company. The majority of Articles provide that if the 
directors default in calling an annual general meeting two member^, 
ma)' convene it. The auditors are entitled to attend all general 
meetings and to receive all notices relating thereto (S. ifj2). 

Extraordinary General Meetings. — ^ieetiIlgs other tlian those 
described above are termed Extraordinary General Meetings. These 
may be called when desirable by the Directors, and musr be called 
when requisitioned by the holders of not less than one-tenth of such 
of the paid-up capital of the company as at the date of the deposit of 
the requisition carries the right of voting at general meetings (S. 132). 
WTiere there are no special Articles to meet the case, two or more 
members holding not less than one-tenth of the issued share capital 
can convene a meeting (S. 134). The Articles usually provide that all 
business transacted at an extraordinary meeting is to be deemed special. 
that full particulars of the business to be transacted must appear in 
the notice convening the meeting, and that no other business than 
that mentioned shall be transacted at the meeting. Debenture holder^^ 
are not entitled to attend these meetings, neither, as a general rule 
under the Articles, are Preference Shareholders 


Company Resolutions. 

(a) Ordinary- resolutions, 
resolutions. 


-Company resolutions are of three 
(b) Extraordinary resolutions (r) 


kinds: 
Special 


(i) Oy,iary Resolit/ioHs.—These are resolutions passed on a 
show of hands or a poU by simple majority of those present votin- 
personaUy or by proxy, if the Articles allow of proxies Such re^olm 
tions suffice for the ordmarx- business of an annual meetin- c - the 
adopion of the Report and Accounts, and declaration of dividend 

of Sffital Articles, for alteration^ 

01 capital under S. 61 (see p. 271), 

(b) Extraordinary Resolutions.-These are passed by a maioritv 
tn three-fourths of such members as, beinc^ entitled su 

general meeting of which notice specifying the intention to orm^s^ 

Si;- 

is riauirndTr ^ majority as 

intention to propose the resolution as a special resoludon ha's 
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been duly ^ven. If aU the members entitled to attend and vote at 
such a meeting so agree, however, a resolution mav be proposed and 
passed as a special resolution at a meeting of which less than twentv- 
one days’ notice has been given (5. 141 [2]). These resolutions are 
passed to alter the Articles; reduce paid-up capital (with consent of 
the Court); change the name of the company (with leave of the 
Board of Trade); wind-up by the Court, and for many other purposes. 

(d) Resolutions requiring Special Xoiice .—These resolutions are 
of a new t}-pe, introduced for the first time by the 194S Act (S. 142). 
They are resolutions of which notice is given by a member to the 
company under one of the sections of the Act specifically requiring 
such notice. Examples are: (a) a resolution under S. 160' to appoint 
an auditor other than the retiring auditor, and {b) a resolution under 
S. 1S4 to remove a director before the expiration of his term of 
office. Eor a resolution requiring special notice to be effective, 
notice must be given by the mover to the company at least twenty- 
eight days before the meeting at which the resolution is to be moved, 
and the company must then give its members the same notice of 
the resolution as is required for the meeting itself or (if that is 
impracticable) notice by advertisement or other manner allowed by 
the Articles. Pro\-ided' the necessart' notice has been given a simple 
majority is all that is necessary to cam" the resolution itself at the 
meeting. 

Printed copies of all extraordinan,* and special resolutions must 
be filed with the Registrar within fifteen days of the date when they 
were passed (S. 143). 

A declaration by the chairman of the meeting that a resolution has 
been carried is conclusive, unless the decision is challenged and a poll 
demanded iS. 141 jj). 

Poll .—A poll is an appeal to the general body of shareholders on 
some specified matter or proposal. 

The regulations concerning the demand for, and conduct of, a poll 
are usuallv set forth in the Articles. S. 137 proffides that, irrespective 
of the Articles, a poll may be demanded by: (i) five members entitled 
to vote 'irrespective of their individual voting powers), (2) members 
holdin? one-tenth of the \-oting rights of all members entitled to vote, 
or 13) members holding shares conferring voting rights on which has 
been paid up not less than one-tenth of the total sum paid up on all 
shares carn.'ing voting rights. This proffision is new, there being 
nothing corresponding in the 1029 Act. Table A of 194S. clause 5S, 
allows a poll to be demanded either by the chairman, by three naembers 
present in person or bv proxv, or by members haaing voting rights as 
in (2) and {3) above. ’ If the Articles make no provision and Table 
is excluded, it would appear that any shareholder may demand a poll. 
The chairman of the meeting at which a poll is demanded decides the 
date of the poll, and the manner of conducting it. Usually, sheets of 
foolscap are ruled with: (1) a column for the signature of members, 
and (2) and (3) columns “ For ” and " Against ” the resolution. 
Members record their votes bv inserting in one of these columns the 
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number of shares they hold. These sheets are checked with tlie 

w 

Register of Members, and the result of the voting is afterwards 
announced by the chairman. 

Voting .—The Articles of Association almost inN-ariablv define tlie- 
voting power attached to a company’s shares. If there are no n-gula- 
tions as to voting, Table A, unless e.xpressly excluded, appliie, to 
companies registered since its promulgation. In the e\-ent of Table .\ 
being excluded, and no provision appearing in the .Uticles, i-.e h 
member has one vote in respect of each share or each jTo of stock held 
by him (S. 134 [e]). Article 54 of revised Table A prc 7 vide,s that c-verv 
member shall have one vote on a show of hands, and on a poll one vote 
for every' share held by him. The great majority of companies adojit 
similar regulations. Table A confers the right of a casting vijte on 
the chairman of a meeting, but if Table a' does not apjiK- and the 
Articles are silent it would appear that no such right exists (Vc// v 
Longbotiom [1S94], i Q.B. 767). 

Proxies.—\ shareholder mav appoint a person to represent him at 
meetmgs, and practically to act as his agent. The word “ i.roxv ” i^ 
commonly applied both to the person appointed and to the in.stnnnent 
by which he is appointed. The Articles usually contain regulation-- a- 
to proxies Table A provides two standard forms of proxy one 
(clause 70) appointing a proxy to vote at a specified meeting but 
without givnng any indication how the vote is to be u-ed the other 
(clause 71) appointing the proxy to vote either for or agaimst 
indicated on the form) the resolution in question. .S. 136 of the lo.nS 
Act enacts sorne complete new provisions regarding proxies End -r 
he 19,9 .Cct there ,vas no stalutort- right to’appoi’nt .r pr'™,- ,ri| 

company's Articles. I’ndor the 
rlatc + member, regardless of the Artirle< has .i 

™ be a member of the company: in the ease of.( pri'v!„'( roLfk 
the proxy may speak as meU as vote. .C further provision is tint , 
company is bound, under penalty, to include with every notice riHum 

f„Ht', T/ “ e> atri-n,! ami voll; : 

ntitled to appoint a proxy and that the proxy need not be a memb, r 

at S C'SeTot^ustTfM ^ 

in the Droyv'fnrm T-rv ^ ^ ^ per-on- 

0 aSIhe m™', no “"’T"" ""•-■W': 

n-nX' K"b‘;SiSir“S '-'‘T”'''"" 
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Board of Trade may appoint inspectors to investigate and report upc-n 
the affairs of a company in such manner as the I'H.)ard directs (S. 1041. 
The Board must also carrv* out an investipatiun 103 'a j if the 
company itself by special resolution requires it or if the court so directs 
by order, and v:.r: carry out the investigation :S. 165 if the Board 
considers that the circumstances suggest fraud in any of the manner- 
laid do\ra by the section. 5 . 165 has no counterpart in the locq Act. 
Inspectors so appointed can examine the ofricers and agents of th^- 
company on oath. Refusal to yield up to the inspectors books, 
documents, or information may result in the same penalties as contempt 
of coun 1^5. 167 ]3j. If from the Report the Board considers that 
any person has been guilty of a crimdnal offence against the company, 
the Board must refer the matter to the Director of Public Prosecutions 
tS. 169). The powers of inspection referred to above are general and 
refer to “ the affairs of the comoanv ": thev are re-enactments, \nth 
slight modifications, of provisions in the 1020 Act. S. 172 of the 104' 
Act, however, gives an additional power of inspection on behalf of the 
Board of Trade, relating to the memibership and control of the companv, 
for the purpose of determining the persons who have the true interest 
in the success (or failure) of the company or who are able to control or 
influence the company's policy. An application for an investigation 
under this section m.ust be made by not less than the number of 
members required to applv for an in'.’estigation under i. 164 iabovei. 
An inspector appointed under this section will enquire into such 
matters as the beneficial ownership of shares or debentures standing 
in the names of nominees and into any arrangem.ents or understandings 
in connection with the same, even though they may not be legally 
binding. If the Board of Trade consider an investigation desirable, 
but think the appointm.ent of an inspector unnecessan,', they may, 
instead, call for the relevant infoimation themiselves, aiid penalties 
are imposed for refusal to answer enquiries or the giving 
information (5. 173)- I^' 2. result of an investigation under bS, 1,2 

and 173, the Board considers it desirable, they m.ay (S. 174) impose 
restrictions on the shares cr debentures in question: the restrictions 
are (i) the rendering void of any transfer, <2) the abohtion of voting 
rights, and (3) the prevention of any pa\Tnent by the company in 
respect of the shares or debentures ;e.\cept in a liquidation). The 
restriction will remain in force so long as the Board directs, but there 

is a riffht of appeal to the coun. 


EXAMINATION QUESTIONS. 

1. ^^■hat particulars must the register of members of a company conton r 
MTat are the proAsions of the Companies Act, 104S, with regard to: la.i m.p 
tion, (b) obtaining copies of the register r 

2. The officials of limited companies are under obligation to file certM 
returns with the Registrar of Companies. Are any of these returns of a financia 
nature? If so, briefly describe them. . Rcyal Soaeiy cj 

3. ^^'hat statutory' books are compulsor.* for use by a 
company ? Give a short statement as to vrhat is required to be entered 

book. 'iChariered Accountants.I 
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4. What are the returns required under the Act to be filed at tl'^e office of 
Registrar of Companies; and what other documents would vou expcci 
find on the file ? {Chattere d Accouniayits, i 

5. For what purposes are the followin'^ books kept, as applied to a limited 
company: (a) Allotment Book; ib) Register of Members; [c] Minute Book; 
(d) Register of Mortgages ? {Chartered Accountav.ts.) 

6. Briefly describe the uses and contents of the under-mentioned registers as 
employed by limited companies. 

State the occasions, if any, upon which the auditor is concerned with them 
[a) Register of Probates: {b) Register of Charges; [c] Register of Balanc" 
Certificates; (i) Register of Sealed'Documents. 

7. Robert Coe, of Fairvale, Somerset, potato-grower, applied on January 1, 
19..., for 1,000 shares in the Erratic Motor Omnibus Company. Ltd., issued at 
par, paying 2s. per share on application. 

These 1000 shares were allotted to him on January 3, 10..,. numbered 

1^0365 to 1S1364. and he duly paid the allotment instalment of 8^. per ‘^hare r n 
January 4. ^ 

On Janua^'5 he bought a further i.ooo shares, los. paid, numbered 24062 
25061 on the Stock Exchange at the price of ns, per share, free of stamps anci 

and a 7 pf«\?d% “ST ",d th 

maSnVS?;!!? S'ii “* 

oer 3 h»r? 74 ?’ifolding on tho Stock Eaclianco at iSi. 
rnmnat, Stamps and brokerage, the transfer being lodged \sith the 

Company and approyed by the Board on Februaiw* lo. 

Show a ruling of a Share Ledger and a Transfer Register for the Company 

ao^olVTtiH^ latter the details of the foregoing transactions as far as^thev 

i. 6%°pferefh'aj;; ,1 t?o feanfedTi'S !,7 :r 

n^pon appUcalion. Tkos. shares .veto alloited^o him TresoioTf", 
irectors on No\ember 16, and were numbered 5400 to 64S0 On \over-t er ' 

I sfeTihfe/i E £ 

in the statistkal books of the Ma'rn^Minlng cT,Tt 

to etch. ' (Vo%i'sccZy shareholders and the rules relatir.c 

regards the howttg*^tPGennatMTetii^sb™\\tfat^^ limited companies as 

to shareholders in recrard tr> rha ■ rights and remedies are giyen 

Accounfanis ) “ summoning of General Meetings ? (CAur/rret 

convening of Evtaordina^-^ctn J ’^he Companies Act, 1948, with respect to the 
of shareholders? ^ Meetings of a company on the requisition 

cautdt- tidVhS vJtiPgTowPrP'inll^iU me ^ h" 

- pro.st^: s:thn:s 


aod " special " rcsolution’^oTTicom'panT^For ' TtM"' ' ' 

.pecial tesoleap. ,e,„i„d bp s...«rr?aa,fel“ “ 
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15. \Miat is meant by the expression “ Resolutions requiring special notice ” 
as used in the Companies Act, 1048? By whom, and to whom, is such notice 
given, and what is the length of notice required ? Mention two t3'pes of resolution 
which require such notice. 

16. Has an auditor the right of access to the Board Minute Book of a Companv 
TO which he has been appomted auditor ? What are the pro-Nusions, if any, of 
the Companies Act, 104S, in regard thereto? 

17. Define a “ special resolution," and give two instances where such a 
resolution would be necessart* to authorise transactions you are asked to certiR- 
as auditor to a limited company. (Chartered AccourJants.) 

18. Distinguish between Ordinaiy* and Extraordinart* Meetings, referring 
especially to the business capable of being transacted at either, ^^'llen can and 
must thev be held ? (Chartered hisiiiute Secretaries,) 

ig. Mliat is the Annual Return and of what does it consist? Wlien must 
it be made, and wherein do the details required from a pubhc difier from those 
required of a private company? 

20. In what ways are shares transferred ? What is a blank transfer, and 
how can a lender who has taken a blank transfer as security protect himself 
against a subsequent fraudulent attempt to transfer the shares covered by the 
blank transfer ? 

21. Discuss the relative positions of a person who has taken a transfer of 
shares under a forged transfer: [a] where the company, acting on the forged 
transfer, has issued a share certificate; (&) where it has not. What is the position 
01 the true owner of the shares in either case ? 

22. ^^'hat are Balance Tickets? Is any record made when these documents 
are issued ? 

23. Describe the process known as Certification of Transfers. 

24. MTiat is a Poll ? What are the regulations governing the taking of Polls 
and how are thev taken ? 

25. Mliat are the voting powers of members of a company limited by shares ? 
When does the Chairman of a company meeting have a casting vote? ^^'hat is 

a Quorum ? 

26. Must a shareholder always vote in person at a company meeting? If 
not, in what other way may he record his vote ? Give your answer in as full 
derail as vou can. Describe in detail the posting of a Share Register. 


27. Wnai is a "Blank Transfer"? How can a loan creditor secure his 
position when holding a blank transfer? 

28. The prospectus of the 5%, Loan. 1929-47. announced that applicants 
were entitled to have their holdings allotted in any of the foUo^^ing forms: 

Inscribed as Stock; Registered as Stock; (c) Bonds to Bearer. Explain 
ti'.e meaning of these terms of issue, and describe the relative ad\antages and dis¬ 
advantages of the three cl?.^ses of security. [Royal Society Arts.) 

'*0 prepare " Statutorv Report" from the follo'J^dng figures: Receipts. 
•hn‘allotment of 50.000 shares of t'lo each. £'137.000. Proceeds sale of old 
building material removed from freehold. £1,742* Advanced on mortgage. 
* i - 000. Received in resncct of allotment of Debenture Stock (75*^0 of £ioo,ooo,, 

000 Pavvtenis : Purchase of freehold, £205,000. Paid builders on account 
Iiciboo. Paid for Sb-ck in Bond. £24.350* Paid salaries, £.247. and 

petty expenses, £i47- Preliminary expenses to date, £2,471. (Charterea 

70 the auditor of a limited company, you are asked to certih-Stanton- 
Report. Upon attendme; at the company's office you are furnished '"“ the 
under-mentioned particulars, which you are asked to assemble m the statutory 


*°'^'5ubmit the necessary statement in the form you would be prepared to certify. 

and append vour certificate thereto. _ m The 

The company was entitled to commence business on T^uary 3, t 9 --- “ 

Nominal Cafital is loo.ooo Ordinary.- ?l-.ares of /i eaeffi 

allotted is 72,665. of which; [a] 40,000 were issued as fuUy paid to the %endor. 




(6) 10,000 were folly called and paid op; (c) of the balance of the issue, los, per 
share had been called and paid, except that the first call of 2s. 6d. per share on 
200 shares remained onpaid. 

/io,ooo had been received in respect of a loan on mortgage of the company's 
works. 

The payments were as follows; Vendor, balance of purchase price, /5,ooo; 
Preliminary Expenses, ^1,250 (estimated in the prospectus at 1,000); Contractors 
on account of Freehold Factory, ^^6,850, less /750 allowed by them for old building 
material on site; Office Salaries, £722; Directors' Fees, ^150; IncidenUI Ex¬ 
penses, ;^i 82. Date the report March 5# 19***# and fix a date for the statutory 
meeting. {Chariered Accountants,) 

31. Criticise the following Balance Sheet attached to the Annual Return of 

a company submitted to you as auditor for signature, before being sent to Bush 

House. To what date should such statement be made up ? WTien mav it be 
dispensed with? ^ 


BALANCE SHEET, JUNE 30. 19 


To Share Capital ismed^ 

100^000 Shares of £1 each 
„ Debenture Stock , . . . 

„ Credit B ala nces and Reserve Funds . 
l¥afit and Los Aocoont at 

n iront nv pear 9i00o 


£ 

100,000 

50,000 

35.000 


Bp Lands, Buildings, Plant, Goodwill 
and Trade Marks 

„ Debtor Balanos .... 
„ Stock . 

,, C a sh at Bank and Sundry Invest¬ 
ments 


Las Dividend paid 


11,500 

5,000 


6,300 

iri8i,soo 


£ 

130,000 

30,000 

14.000 

17,500 


fx6>.5oo 


(Chartered Accountants.) 

PT Transfers ’’ for a limited company 

lUnstrate its workmg by an example. (Chartered Imtitule Secretaries.) ^ 
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Company Accountancy. 

[Note .—All references are to the Companies Act, 1948, unless otherwise 
ated.] 

pening Entries.—When the formalities incidental to the formation 
ad registration of a company have been completed, the first task 
waiting the company book-keeper will be to record the application 
)r, and allotment of, shares, and the subsequent calls. The record of 
share issue in its simplest possible form would be as follows:— 

Illustraiion. —Dicksons. Ltd., offered 50,000 ordinary shares of each for 
subscription at par, pa}*able in fuU on application (January i). The exact 
amount of the issue was subscribed, allotted, and duly paid. 


JOURNAL. 


19... 

ID. X 




Soodry Shareholder .... Dr. 

To Ordioary Share Ca^Htal Acoouiit 
For 50,000 Ordinary Shares applied for and allotted 
this day. 


Djl 


Ca. 


I 

50,000 



CASH BOOK. 
(Debit Side Only.) 


IXL I To Cash (Sundry Shareholder) 


Pi. 

a 


£ ^ ^ 
50,000 I 0 o 


LEDGER. 

Sundry Shareholders 


Ds. 


19... 
axL X 


To Ordinary Share 
Capital 


50,000 



Jan. X By Cash 


Ca. 


CB. £ 5 . 

I 50»ooo 0 
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^ Cr. 




£ 

5. 

d. 

19... 

1 

i 

J. 

i 

1 

1 

i. 



1 



Jan. I 

1 By Sundry Share¬ 




t 

t 

1 

1 



holders . 

; 1 

50.000 

0 

1 


Oi»nmg entries of so simple a character as those above are, how¬ 
ever, improbable. A set of actual figures is therefore given below in 
order to carry the illustration further. 


on ioUovdng for public subscription 

^ 100,000 Ordinary Shares of £i each. 

20,000 8% Preference Shares of £s each, 
i.ooo 5% Debentures of ^fioo each. 


The Ordinary Shares were payable: 


5s- per share on application. 

5s. per share on allotment. 

55. per share one month after allotment 
5s. per share two months after allotment 


The 8% Preference Shares were payable:— 

205 . per share on application. 

305. per share on allotment. 

505. per share one month after allotment, 


The Debentures were payable: 


£20 per debenture on application. 

£30 per debenture on allotment. 

;^50 per debenture one month after alloti 


ent. 


The subscription list <ras dosed on January 1 with the toliowing tesnlt 

and “bscribed, 

The Directors went to allntm^anf «« t the extent of xo,ooo shares, 

regret were posted on the same dav letters of allotment and 

due dates. »Jr<unary Shares. The instalments were aU paid on the 

[Note. For solution, see pp. 352-356.] 
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OPENING ENTRIES. 
JOURNAL. 


9- 

Q. 5 


. S 


!b. 5 


.. 5 


ff 


ar. 5 


Dr. 


Ca. 


ApplicatKm aad Allotment Aoooont * (Ordinary 
Shares) ....... Dr. 

To Ordinary Share Capital Account 

Being zos. per share (sr. on ap(^&atkm and 35. on 
allotment) on 100,000 Ordinary Shares of £i each 
allotted as per resolution of Directors, dated 
January 5, 19... 

Application and Allotment Account (8% Preference 

Shares).Dr. 

To Preference Share Caintal Account . 

Being 50s. per share (20s. on applicatioo and zos. on 
allotment) on 18,000 P ref er enr e Shares of £3 each 
allotted as per resolution of Directors, dated Janu¬ 
ary 5, 19..- 

Application and Allotment Account (5% Deben¬ 
tures) ....... Dr. 

To Deb^tures Account. 

Being £30 per debenture (£20 on application and £50 
on allotment) on 1,000 Debentures of £100 ea^ 
allotted as per resolution of Directors, dat^ January 
S. 19 • _ 

First Call Account (Ordinary Shares) . . Dr. 

To Ordinary Share Capital Account 

Being the first instalment of 32. per share on 100,000 
Ordinary Shares made pursuant to the cooditioiis of 

First Call Account (Preference Shares) . Dr. 

To Preference Sh» C^tal Account . 

Being First and Final Call of 30s. share on 18,000 
Preference Shares made pursuant to the conditi on s 
of issue. ^ 

Call Account (3 % Debentures) . Dr. 

To D^>enti]^ Account ..... 

TWtig tV instalment of £30 per dd>enture of £100 
each pursuant to the conditioDS of issue. 

Final Call Account (Oidin^ Shares) . Dr. 

To Ordinary Share Capital Account 

the Final Cafl of 3s. per share on 100,000 Ordin¬ 
ary Shares of £x ea^ made pursuant to the con- 
ditioiis of issae. 


L.F. 

4 

t 


L 


5 

2 


6 

3 


7 

I 


8 

2 


9 

3 


I 


s.'d. 




;| 50.000 o 


ll 
o ii 


7 

1 


£ 


50,000 


\ 




;1 


!i 45,000 


s. 


U 

I • 
0 e 

!i 


O ll 


i H 


45.000 


50,000 


25,000 0 


t! 


45.000 


50,000 


! 25.000 


50,000 


25,000 


5 45.000 


o : 


50.000 


25,000 



• Separate “ Application ” and “ Allotment" Accounts are sometimes 
sount is mote osoaL 


opened, but the oombined 


Sole —It has been stated in some text-books that these Journal entnw ^ 
ometimes dispensed with, and the various capital accounts o^ned by di^ 
ostine from the Cash Book. The author has never seen or heard of such a 
ractice, and the student will be wise to employ Jonmal entries as set out above. 
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Issue of Shares at a Premium. —A limited company may isaie 
deheutuTes at par, i.e. at their exact nominal walue, -/kjo ix-r / io(j 
debenture; or at a discount, e.g^ £98 per £100 debeiUiin*: or at a 
premium, e.g. £102 per £100 debenture. But a limited c<mipaii\' 
cannot legally issue its shciTcs at a discount, i.e. for h.ess than tlieir 
nominal or face value {OoTcgiuH Qold ^liiiiMg Co. v. Robey, [iNp-' ) 

except under S. 57 (see p. 306), neither can it pun liase its (nvn ^h.ircs 

[Trevor v. Whitworth, [i88S])._ It may, ho^ve^■er, issue share, at am- 

preniium which their popularity with the investing jmblic ran (amo 

mand. Thus, ej. the unissued £i shares of a companv i)aying high 

dividends may be offered to the public at, say, 22.. Gd. or 25s.. or ,nr,m 

per £i share. The amount realised above the par value rd the shan- is 
tenned the premiim. 

TheoreticaUy, the premium at which the shares are (luotcd rciuv- 
sents the estimate made by the money market on the issuing compan\-’s 
ability to earn high profits in the future. This estimate is ban d part I 

on the value of its goodwill. But there is always the poshbilitv th 
to an extent, the premium may be artificial owing to market operat n ’ 
When a company is so successful that it can command a premium' 
on a new issue of ^ares the purchasers of the new shares do in fat t 

n4l°Lmadv'to company's goodwill, as represented’ 

shareholders are very much in the position of an incoming partner who 
pays a premium for admission to an established business 

l^sually, when a company’s issued shares are quoted'at a premium 

ratt to thre^xistint"s?I P>''> 

rata to the existing shareholders m pnoritv to the general onhlir 

area (see p. 29^ will serve equally well for an issue of diares ai 

tion since „o record of the 

ShfshSdd b^eaerrr^te"''' 

" yemiums received on a share issue must be transferred t, 
must appear separatelv in th'p^ ’ fhe balance of this account 

ScheduI?VrttTara T 11 ^'^cet (If.ghth 

any other capital reserves it will h^ and if tlicrc .are 

Revenue ReLr^randca£h“f 

poses set out in S s6 viz • frfnp^^ (if used at all) only for one of the pur- 
m the foUowang ihustration ^ premium are set out 
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share on allotment .including the premium of los. per share , and 5?. per share 
one month after allotment. The v.'h-'^Ie of the ne’.v issue \vas subscribed, and 
the Directors pr.cceeded to allotment on January All allotment monevs 
were paid on January' S, and all calls on February- 6. 




0 


ISSUE OF SIL\RES AT A PREMIUM. 

JOURNAL. 


Feb 


Appli:.AtioTis and AHotment Account . Dr. 

To Ordinsrv Share C^apiia! AccOiUit 
„ Share Premium Account .... 

Being 5?. per share on application, and 20s. per share 
on allotment, including the premium of lor. per 
share on «o.ooo Ordinary Shares allotted as per 
resolution of Directors, dated January 6, 19 .. 

Call .Account ...... Dr. 

To Ordinary Share Carital Account 

Being 5.*. per share on 50,000 Ordinary Shares of {1 
each in respect of the First and Final instalments 
made as per condinons of issue and res-oluticn of 
Directors, dated February 6, 19. .. 


3 


Ds.. 


t d. 

r.500 0 0 


i:.<co 


Cr. 


/ 


s. ■ d. 


37,500 0 0 

r5.coo 0 0 




Issue of Shares at a Discount.—It is illegal to issue shares at a 
discount mthin one year after the company becomes entitled to 
commence business, but at any time thereafter, a general meeting may 
resolve that further shares of a class already issued shall be issued at 
a discount. The resolution must state the maximum discount and 
must be sanctioned by the court before being put into operation. 
The court mav impose conditions, and the shares must be issued 
\nthin one month after the court has given its sanction, unless the 

court allows a longer period (S. 57). 

The powers thus given by the Act may be useful where a company 
requires further capital at a time when its shares are quoted below 
par, since the existing members or new subscribers naturally would 
not be wilhng to pav par for new shares under such circumstances, 
but mieht be willins to subscribe at the market price, or at a price 
slightly below market price. 

"The entries for the issue of such shares are similar to those for 
the issue of anv other shares, until the last call is made. It is sub¬ 
mitted that the' discount should not be credited to the members except 
that an entn' must be made debiting Discount on Shares Account and 
crediting Share Capital. It is submitted that this entr^' should be 
made preferablv at the date of allotment so that a Balance 
dra^^-n up after this date, but before further calls are made, womd 
show as an asset so much of the discount as had not been written oft. 

The Journal Entrt' would be;— ^ ^ 

Disccxi.r:t on Shares Account . . . Dr. 500 

To Share Cat^iial Account .... 

Disrnunt of on issue of 10,coo shares of £1 each 


500 






Dr. OnniNAKY Shakk Caimtai. Account (Origin 


LIMITED COMPANIES 



<' ; l>v AppliiMliun .in<l Allntniriit Ari orml 
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Calls.— -Almost invariably the Prospectus specifies the dates on 
■which calls become due. -A.n inten'al of at least one month is usual 
between calls, but if a Stock E.xchange quotation is desired for shares, 
two months must elapse between calls. Table -A requires one month 
only. If calls are not regulated by the conditions of issue, the Directors 
can make calls at their discretion, but subject, of course, to anv pro¬ 
visions contained in the company’s .Articles. The Directors must pass 
a resolution stating the amount'd the call and its due date. In the 
event of liquidation, the Liquidator can (with the sanction of the 
Committee of Inspection, or of the Court; make a call immediately he 
is appointed. Sanction is not required in either a members’ or a 
creditors’ voluntart' liquidation. .A form of call notice is given on 
p. 297. 

C^s are usually made payable direct to the company’s bankers, 

and, in large issues, separate cash books and banking accounts are 

opened for each call, Difierentlt coloured paper is used for each class 

of share. In due course, the call notices are collected from the bank 

and checked mth the relative cash book and bank pass book or 'sheets 

WLen the call is complete, the total of the call banking account is 

transferred to the company’s main banking account. This practice 

facihtates checking, reheves the main cash book from a mass of detail 

md provides a convenient medium for posting the Share Ledger.’ 

bpecmen ruling for, and pro-form.!, entries in, a S’ubsidian' Ca=;h Book 
are shown on p. 362. 

Sometimes Call Books are kept, separate books being emploved for 
each class of share No Call Book is necessaiy for debentures, rb these 
are almost mvanably payable in fuU on allotment. Column^ for calls 
are sometimes pro\nded on the Application and -Allotment Sheets 
particularly where the due dates for instalments are stated in the 
prospectus. A suitable ruling for a CaU Book is shown on p. 29S. 


Inter^t on C^s in Advance.— Shares in limited companies that 
are not fidl} paid are unpopular with the investing public—except 

of an issue of ordinary or preference shares is called up mthin tivo or 
three months of ^otment. tf'here for ant- reason a pronortion of the 

Sdoriti 0? iff 1 ""’a™- '““'i i" th' 

majont} of Articles, under power conferred bv S. 50 (a) to receive 
pajment of c^s in advance at a fi-xed rate of 'interest the rates of 
interest payable, and the conditions under which thev ma- be paid 

. ™ adtance are in fact loans at interest to the mmnhinv 

neiert‘££-’’'th!t- "? P™*'' “ade bv the companv’ 

"Trf , 0„ .3 ? r”°' ‘he Articles so provide 

liable A makes no such provision. Separate CaUs in Ad\ ance’Acc^Ss 

Slow Call Account as shovm 

entnes are made m the bhare Ledger until the call is due. 
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and then the necessar}^ credits are made in the accounts of those 
shareholders who have paid in advance. 


Dr. 


CALLS IX ADVAXCE ACCOUXT. 


19... 

r 

L.F. £ ' s. d. 

June I 

To Share Capital Ac - . , . 

1 

j 

1 

count . . . i 46 575 ' 0 0 

1 

1 

1 

1 

: 1 

1 

] 

\ 

1575 ' 0 0 

1 ^ 

1 


Cr 


19... 

By Cash— 

C.B. 

0 

1 

•V 

1 

: 5. 

i 

'i. 

Feb. S 

J. R. Smith 

rs 

100 

0 

0 

10 

W. White 

61 

«0 

0 

0 

>f3r. 9 

B. Black 

. . 06 

200 

‘ 0 

0 

., 10 

R. Green 

. ' 96 

t 

225 

^ 0 ; 

0 



$ 

£575 

0 

1 

0 


The interest paid on calls in advance does not, of course, appear in 
the Share Ledger, the only entrj^ necessary^ being as follows';— 

JOURNAL. 


19... 

Julv3i 


Dr. 


Interest Account . , 

To SuDdr>- Shareholders (set out details) 

Being interest at 5% for the half year on calls paid in advance'. 


L.F. 

49 

127 


i 

124 7 6 


124 


s.d, 

76 


Income tax at the standard rate is deducted from the interest. 
The treatment of the tax in the company s books will depend on 
whether it is the custom of the company to show interest payable net 
or gross m the fin^ accounts. If the former, no book entry is made 
egardmg the tax deducted; if the latter, interest account is debited 
and mcome-tax account credited u-ith the amount in question The 

f pr^iCtice. ^^Ten cheques for the 

holders Accoimt be closed, and the Interest Account uiU be 
transferred m due course to the Profit and Loss Account. 

to cW?f intew * “ Ane^.-The majority of Articles reseiA-e power 

but sometimes it is as high as io%. The total amount in arrea^'at 
My tune IS represented by the total of the debit balances of the Allot- 

The Accounts. No entries are made in the Share Ledeer 

The only entiA^ necessa^ is as foUows-Leager. 


JOURXAL. 




Dr. 


Simdry Shareholders fset out details) 

To Interest .Account 

Being interest to date at 6% on calls in arrear. 


Dr. 


: L.F. 

I 92 

63 


3 S 


I 


Cr. 


d^>. i i 5. ! d. 


9 6 


3S 9 6 
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statuton' definition, not to provisions, which remain entirelv under 
the control of the Directors). This report must be attached to every 
Balance Sheet issued. 

Not infrequently, examination questions direct the candidate to 

yronde for the Preference dicddend, and then to divide the final 

valance of profit they arrive at between the Preference and Ordinary 

(or Preferred Ordinary- and Ordinan,-) Shares in given proportions. 

When the terms of the question also indicate that calls are in arrear, 

candidates appear to be uncertain whether to provide for the dividend 

on the nominal value of the shares, or the actual amount paid uj) on 

them. It is suggested that the better course to adopt is to assume that 

the dividend is paid on the called-up value of the shares, and that the 

dividends on such shares as are in arrear are impounded as against 

unpaid calls. In practice, this would probably be the course adopted 

unless the Articles forbid it, or Table A has'been adopted. A note 

should be made on the face of the accounts that this course has been 
followed. 


Payment of Dividend out of Profits.—The question what constitutes 
the profits of a company available for dividend is so large and invoh'ed 
that it cannot be discussed in this work. Students are referred to 
the author’s Accounting, 320-329, where the question, '■ What is 
the profit of a company ’’ and the important legal decisions bearing 
upon the pouit are dealt with at length. The declaration that " no 
dmdends shall be paid othenvise than out of profits ” derives not 
Mone trom Table A It is a fundamental principle of company law. 
Director who pay dividends otherwise than out of profits, unless they 
are misled by bona-fide oyervaluations or honest mistakes or by the 
statements of responsible officials of the company whom they are 
entitled to trust, do so at their peril {In re London'and General Bank 

-/90EJ. etc. The onus of proving that dividends 
have been paid out of profits is upon the Directors {Ranee’s Case 

casi k brief summarv- of the rules laid down in the decided 

{a) To justify a dividend there must be a profit, but so long as 
d yidends are not paid out of capital, the Courts wdl not interfeS 

Sertaffib°n?nfit for 

m !-P rnay appear to be unsound. 

(C) lo divide the net income derived from a wastin'^ Drooertv 

f//e"arif'fhe\ without providing for the wastage if nJt 

(c Lo- nr H "^/.bonse A, although commercially unsound, 
of 1 r\t r I "^^P^^V^tion of fixed capital does not prevent pavmient 

be to a d.°‘ 

I may be brought into Profit and 

Lo. Account and dealt with accordingly, provide! they remLn a^ter 
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re\ 1 ewmg the accounts as a whole, and the company's Articles do 
not prohibit such treatment. 

(e) Sums written off for depreciation, and profits written oft 
against goodwill, may be applied as profits, if in fact no depreciation 
has taken place. 

{/) Profits carried to reseree are stiU profits unless capitaHsed. 
If capitalised on redemption of Redeemable Preference Shares, they 
remain capital and cannot at any time resume their revenue nature 
l,see p. 304). 


“ Fixed capital,” in the sense employed above, is property acquired 
and intended to be retained and used in the business with a riew to 
earning profit, e.g. a factor}-, or machiner}-. 

" Working capital ” is property acquired or produced with a riew 
to sale, e.g. the goods made in the factor}'. 


Directors’ Report to Shareholders.—\\'hen profits are available for 
distribution as dividend, it is compulsor}- for the Directors to set out 
in their report to the shareholders a brief statement showing the 
amount available and their recommendations as to its disposal (see 
pp. 365 and 367). 

It would appear necessar}- to report that no dividend is recom¬ 
mended where such is the case. 

At the Annual General Meeting of the company convened to 
receive the Directors’ Report and Accounts, the chairman, after 
explaining the accounts, proposes their adoption. When this motion 
has been considered and duly carried, a resolution is then submitted 
that a dividend at the specified rate or rates shall be paid on a named 
date. If this resolution is dulv carried, the diwidend becomes a debt 
due to the shareholders, but it carries no interest. Being specialty 
debts, claims to the pa}-ment of dividends are not barred until twelve 
years after they become due for pa}-ntent (Ariisans'JLa/wi and Morigagc 
Corporation, [1904]) and an entiy- in a Balance Sheet of debenture 
interest or dividend unclaimed is a sufiicient “ acknowledgment of 
the debt tvithin the Civil Procedure Act, 1SS3, S. 5, and will prevent 
the claim being barred [Burnham v. Atlantic and Pacific Fibre Import¬ 
ing and Manufacturing Co. [igzSp. One of the conditions for the 
granting of a Stock Exchange quotation is that the company must 

undertake never to forfeit dividends. ^ j- -j j 

It was formerly considered that no entr}- regarding a dividend 
should be made in the company’s books until the due date of patTnenfi 
and that no entrv should appear in the published accounts: this was 
on the ground that until the members had approved the duectors^ 
recommendation there was no liability to pay and no transaction 
to record. However, there was a school of thought, steadily increasing 
in influence, which took the contrary tfiew, and mamtained that 
although admittedlv no legal liability to pay existed ^ the date the 

Balance Sheet was being drawn up, nevertheless, ^ 

gave a more informative picture of the position if it set out the state 

of affairs as it would be if the dividend were approved. The 194^ 
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Act (for the first time) gives statutory force to this point of view: the 
Eighth Schedule lays down (para. 12 [A]) that the Profit and Loss 
Account must show the aggregate amount of dividends paid and 
^oposed, and (para. 8 (i) [e]) that the Balance Sheet must (not merely 
include as a habihty but) disclose separately the net aggregate amount 
which is recommended for distribution by way of dividend. Notwith¬ 
standing this, it remains true that a dividend is not a debt, and con¬ 
sequently cannot be sued for, until it has been duly declared. 


Illustration. 

The profit for the year, after deducting all expenses and provisions 

other than those set out below, amounts to 

To which has to be added the balance brought foi^vard from last 
year. 


L 

135.000 

24,000 


Out of which the directors have paid the following 
dividends, less tax :— 

The Preference Dividend for the half-year to June 30 
An interim dividend of 5% on the Ordinary Shares ! 


59,000 


i 

i 


/ 

5^500 

5.500 

- 11,000 


Leaving a balance available amounting to 

This sum the directors recommend should be dealt with 
as follows:— 

Provision for taxation on the profits of the year — 
Profits Tax. 

Income Tax ... 

^ ^ ^ 

Transfer to Stock Replacement Reserve 
Transfer to General Reserve 
Payment of Dividends, less tax :— 

Reference Dividend for the half-year to December 31 
Final Dividend of 30% on the Ordinary Shares . 

to next year the balance 

amounting to , , 


;^I48,000 


23,000 

5^>ooo 

10,000 

20,000 

5.500 

16.500 

- 129,000 

19,000 


14 8,000 


PrefereoM Dividend Arrears,— It has already been stated that 

tT Preference sLres are a doubly 

fofS S ^ the arrears (separately 

Cumulative Preference Shares are in arrear since 

June 30 10^^’ Second Cumulative Shares since 

S heine iR counts of such arrears, before deduction of income 
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charged. But since patment is contingent upon sufhdent profits being 
earned, and di\dden(^ upon those profits being declared, the liability 
is not one that can be passed into the books. A note of its existence 
on the face of the Balance Sheet is all that is necessart'. It is not 
necessan' that a company should defer patnient of its arrears of 
preference di\*idend until it is in a position to discharge the whole of 
the arrears. Instalments on account of such arrears are frequently 
paid. No ditidends can be paid on the Ordinar}' or other inferior 
classes of shares until all the arrears on the Cumulative Preference 
Shares have been discharged. 


Interim Dividends.—Table A authorises Directors to pay such 
interim diddends as thev deem to be justified by the profits of the 
company, and most companies, whether they do or do not adopt 
Table A. take power in their Articles to declare such dixfidends. 
Interim dixfidends are paid in anticipation of a final profit for the 
financial vear, usuaUv in respect of the first half of the financial year, 
and their'paxTuent does not require the sanction of a general meeting. 
Considerable responsibihty attends the declaration of interim dixi- 
dends, and the greatest care is necessaiy in preparing the interim 
accounts upon xvhich the distribution is based. All necessary reserx'es, 
prox'isions, and depreciations should be made, and ex’en then the 
distribution should be at a conserx'atix'e rate. It xvould appear that 
directors are entitled to relx' upon loK.i-jide x'aluations and opinions 
when estimating profits for the purpose of declaring an interim dixfidend 
iLucas FitcscralJ, 1905.C such dixddends may be rescinded 
before paxunent [Lagunas Fitraic Co. v. Schroeder, , but nonsuch 

poxver exists in respect of a final dixfidend once it has been declared 

iSei'ern and IT'.v Railway Co., iSqoJ. 

Book Entries.—There are 'txvo alternative methods of treatment, 
according to xvhether the company’s practice is to shoxv the dixfidends 
net or gross in its published accounts. The method recommended, 
and now almost universally adopted, is to shoxv aU dixfidends paid 
•• net," !.f. to disclose only the actual amount xvhich is paid to the 
members in aU instances, 'that is to sav including those cases xvhere 
income tax has in fact been deducted. If the dixfidend is paid ‘free 
of tax ’’ no question arises; this is the only possible method. ^ 
dixfidend is declared at the ‘‘ actual ” or “ gross ” rate, tax niust be 
deducted but if, as recommended above, dixfidends are shoxxm _ net 
in the pubhshed accounts, they xxfiU also be shoxxm “ net m the 
books, no entrv xvhatex-er being made in regard to the tax which has 
been deducted.' All that is necessary in this case is to debit Profit and 
Loss Account and credit Dixfidend Account xxfith the net amount ot 
the dixfidend :either through the Journal or by direct transfer according 
to the accountant’s taste!, and on paxment credit the Cash Book ana 

debit Dixudend Account, thus closing it. _ „ 

If, on the other hand, the dmdends are disclosed gross, that n 

if the amount appeanng in the published Profit and Loss 
the amount of the dixfidend before deduction of tax then ^ 
method should be used in the books. This involves an additional jouinaJ 
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entry or transfer debiting the Dividend Account and crediting Income 
Tax Account with the amount of tax deducted. If this method is 
used the entries are:— 



JOURNAL. 


19... 
Feb. 3 


, 3 


Profit and Loss Account (Appropriatioa Section) . Dr. 
To Dhidend .Account ...... 

i Being amount of dividend at io®o on the 100,000 Ordinary 
, Shares as per Shareholders’ Resolution, Januarv* 30 
' I9--- 


Dividend Account ...... Dr. 

To Income Tax Account ...... 

Being tax at ... in the / upon the dividends oavable to 
the ordinar)’ shareholders as above. 


) . 





Unless the dividend is “ free of tax ” (i.e. without deduction of tax, 
and is a short way of saying a dividend at such rate as, after 
deduction of tax at the standard rate, wail be ecjui\'aient to a net rate 
of ...% ”) tax will be deductible, and the rate of tax deducted will be 
the standard rate in force on the due date of patanent, without 
reference to the rate or rates which may have been in force durin'^ the 
period in which the profits in question were earned. ^ 

It should be understood that though, in theorv, the above remark^ 
reg^dmg the_ treatment of dividends are equallv applicable to 
dnadends received as weU as dividends paid, as well as to interen 
receivaMe or mterest payable, the recommendation as to showing them 
net IS mtended to apply only to dividends paid, not to dividends 

received nor to mterest whether received or paid. It is generallv 

better though there may be reasons to the contrary in particular 
cases, to show all these gross.” ' ^ 

It is of interest at this point to consider the effect of each alternative 

°"/h\I^come Tax .\ccount. Considering, for 

exactly similar considerations applv 
see thaHfS % dividends receivable) we 

bailee on the Income Tax Account simplv represents the tax pa’d 
(subject possibly to reserx^es or provisions, of course, but for the pre^em 
purpose we can ignore those). It is clear therefore that the^whoU 

SZit°iu?hout''^ded appear in the Profit and Loss 

^vdfh ^^ount'nf gross. Income Tax Account is credited 

Profit f ^ deducted, and the balance, disclosed in the 

ti paM and"?? Account, will represent the difference between the total 

by the comp^^M^ " borne 

^eedless to say, it is absolutely necessaii- in the published Profit 
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and Loss Account to use wording which will make it dear which 
method has been adopted, e.g .:— 

Ordinary diddend of 6'U gross. 

Interim dividend on the Ordinan* Shares of 4^'^, less tax. 

This requirement is specifically stated in the Eighth Schedule 
(para. 14 [4]). 

Sometimes, instead of a debit direct to Profit and Loss Account, 
the follotrinsr alternative entries are made:— 


lOURXAL. 




19... 

Feb, 5 Disidend Account. 

To Sundry Sharenolders iDiviiend, etc ) . 
For di\*idend at etc., etc. 




„ 5 Sundry Shareholders.Dr. 

To income Tax Account . . . . . 

Being tax at.in the i, etc. 


In due course, when the Profit and Loss Account is being prepared, 
the Di\'idend Account is transferred to the debit of the Appropriation 
Section. 

For the pa\Tnent of dividends a separate banking account should 
be opened, and the net sum (i.e, the gross amount of the diWdend less 
tax) should be transferred by the bank from the debit of the general 
banking account to the credit of the di\ddend banking account. ' WTiere 
shares of different classes are issued, this practice should be foDowed 
for each class of share. All di\ddend warrants presented for patment 
will be debited bv the bank to this accoimt, which will automatically 
close unless a balance remains thereon because some of the w’arrants 
have not been presented for payment. .Any' such balance will represent 
the amount ofunclaimed di\idends." 


Unclaimed Dividends. —WTien the warrants become “ stale, the 
amount of the unclaimed di\idend5 should be set out in the Balance 
Sheet as a separate habihty. ^See the Burnham Case, however, on 
p. 366.) In some cases, a separate account is kept at the bank to w'hich 
ail unclaimed di\idend5 are transferred. If^ no separate account is 
kept for this purpose, the balance of the Di\idend .Account will be 
transferred to the general banking account after a lapse of, say, three 
months. Old-estabhshed companies frequently accumulate a con¬ 
siderable sum from unclaimed di\idends. 


niushaUc}:.—SoleW d'Or, Ltd., published accounts for the ^year ended 
December 31, lo..., shcwins a net proht of ^>,024. At the annual meetin^ 
Februan,' 5 it -^'as resolved to transfer x'l.ooo to Reserve Account, . 

account'/s.ooo in all, to conhrm the Directors' recommendations 0 P . 
dividend of 10^^ less tax on the Ordinart* Share Capital of £50,000. and 
fonvard the balance to next vear. -All dmdend warrants were 
patTnent as on March i, vnth the exception of a warrant for £55 
which was still outstanding. Assume Income Tax at gs. in the £. 
necessary entries to carry out the above resolutions. 
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19... 

Oec-st 


IMt ami Loss Account (Ai^pnation Section). Dr. 
To Dividend Account. 


AT dividend at 10% less tax at 9$. on 50*000 Ordinaxy 
Shares of £1 each as per resolntion. 


L.R 

41 

8 z 


Db. 


£ s, i, 

2i75o 0 o 


Cr. 


3^ 


£ 5 . d. 

2»75o o 0 


„ 31 Prodt and Loss Account (Appropnatioa Section) . Dr. 41 

To Reserve Account.. 

Transfer to the latter Account as per resolution. 


1*000 I o 0 


Ij 1,000 o o 


I 


41 


PROFIT A'SB LOSS ACCOUNT 


Dr. 


19... 

Dec. 31 

« 3* 

.> 31 


To Divideod Account 
„ Riesave Account. 


down 


£ 5, d. 

2*750 0 o 
1*000 o o 

4,874 o o 


19... 

31 By Balance brought 
down 


41 

___ Ca, 


4 

£ s. i. 
V 8,624 o 0 


£8,624 lolo 


£8,624 io o 


19... 

Dec 31 By Balance brought 

down 


V I 4,874 0 0 


81 


Da. 


DmDEND ACCOUNT. 


81 


Cb. 



19... 
Uar. I 
. z 


To Cash . 

„ Balance" 
down 


£ s. d, 19... 

2,695 0 0 D^ 31 

« o 0 

£2,750 i o o 


By Profit and 
Account . 


4. d. 


36 2,750 0 0 


£2,750 lolo 


19... 
Mar. I 


By Balance brought 
down (J. Smith 

unclaimed) 


55 00 



93 

Dk. 


CASH BOOK. 


93 



Cr. 


£ s. d. 19... 

Mar. I By Sundry Divjdend 

Warrants pre* 
sented to date . 81 


*.k 


2,695 o o 


claimed at that date thetwnon+o/ return, on March i, o 

in the above ba£^ S in the Cash Book 


»S 

Dk. 


reserve account. 


105 

Cs. 


4- d,j 19... 

I Dec. 31 


By Balance brought 
forward 

,, Profit and Loss 
Account 


S.'d, 


4,000 oio 


1,000 jo j 0 
£5,000 I o {o 
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Income Tax on Dividends.—It will be clear to the student that 
companies must deduct tax from Preference or other dividends oi fixed 
amount, othen\ise the preferential rate of dividend will be exceeded 
to the detriment of the Ordinar}' Shareholders. A fixed Preference 
di\idend of 5*^0 P^-id " free of tax would in effect amount to a dividend 
of 9’09%, assuming the tax to be 9$. in the Dividends on Ordinar}» 
Shares are in a different categor\% and companies, if they so desire, 
may elect to send out the warrants as “ tax free.” This expression is 
not, however, a happy one. No dividend is free from the obhgation of 
income tax. The effect of pacing a di\idend “ free of tax " is simply 
to increase the rate of dividend bv the amount of tax at the current 


rates. 

Reference to the specimen di\idend warrant given on p. 377 will 
show that the gross amount of the di\idend, the amount of the tax 
deducted, and the net amoimt of the warrant are clearly stated in 
accordance with the Income Tax Act 1952, S. 199. The w^arrant also 
certifies the due payment of the tax, and is accepted by the Authorities 
in support of claims for repayment of income tax or reUef. The amount 
of tax deducted from dividends is not remitted to the Inland Revenue 
Authorities, but simply reduces the amount of net tax which is 
ultimatelv borne by the company. 


EXAMIN.^TIOX QUESTION. 

The capital of Christines, Ltd., consisted of £100,000, divided into 40,000 8% 
Preference Shares of /i each and 60.000 Ordinar>' Shares of /i each. The whole 
of this capital was fully paid up. 

The profits of the company for the year ended December 31, 19... amounted 


to /iS,7S2. 

"'The Directors decided to allocate this profit as follows: 


(a) To pav the Preference Dividend due for the year. ^ 

16) To pav a dividend of io^q. free of tax, on the Ordinary Shares.^ 
it; To open a Reserve Account and transfer £5,000 thereto.--^ 
id] To carry- forward the balance to next year. -• 

Give the entries necessary to record this decision in the books of the company. 

(Roval Society Arts.) 


Solution. 



19 .. 

31 


I • 







Xc.V.—The standard rate of Ux is assumed to be gs. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 

DECEMBER 31, iQ- - 


To Prffcreccc 

Uiviirnd 
to ml IfSi tix 
.. Ord:rup. Djvi- 
•ifni AccculI 

,, TriOiirr lo He- 

i«rv'e Acov jrit 


(Appropriation Section.) 


S. d 


19 - 

I>c. 31 


1.700 0 0 


6,000 0 o 


By Baiaoce brought 
down . 


Ct. 


£ 

18.783 0 0 


<,000 0 o 


0.022 0 O 


0 O 


*9 


tXc. 31 By Balance brought 


down 


. i \ 


£18,793 0 0 


6.022 0 0 
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ORDINARY DIVIDEND ACCOUNT. 


Ox. 


19... 

Dec. 31 To Cash 


CB I i 

12 6,000 



19... 

Dec 31 By Profit and 

Account . 


Cx. 


' s.\i. 


6,000 0 ■ 0 


8% PREFERENCE DIVIDEND ACCOUNT 


Dx. 



31 To Cash 


C» 



Dr. 


RESERVE ACCOUNT. 



19... 

Dec. 31 By Profit and Loss 

Account 


Cr 



Db. 


CASH BOOK. 


t. d. 19... 
Dec. 31 


! I 


By Ordinary Divi¬ 
dend Account 
„ 8% Preference 
Dividend Ac¬ 
count . 


12 


Cx. 




: 6.000 I o' o 


^ 1 


1,760 : o 0 



„ entries are made on the assumption that the directors’ 

were duly approved by tbe members and carried into 

Diyi^nds.-Where its Articles so permit, a company may 
^ “ the form of shares or debenture 

lie apyipnation of profits for the dividend is made fa ftf S 

d’Or. Ltd., whose summarised 
a free of tax'" diviH^na P’ 374. decided to recommend 

capital for tbe 















•H > 



Ravon d'Or 






s 


> 


4 . 


f 


« 


\ 


r'-. 


• '» 

•• . * 


< -. 


Ravon d'Or. Ltd 





f 


* 


j 



« 






1 





i . 





V . ^ 



% • 


S 



Dividend Book or Sheets 






. A ^ 


:o 


• ^ 



1 


*« 






% 





Cl*'' 




« 







Di\*idend ^^'a^Tanls, 


r\::\ 

k V* « 


i i * 



rn p 
i A ^ 


« ^ 




i ^ 





0 


::'t 


u 





f I* 
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payee’s bank, the upper part being retained by him. The payee’s 
signature on the face of the cheque instead of the usual indorsement 
facilitates rapid reference when the warrants are filed, and is convenient 
for audit purposes. S. 33 of the Finance Act, 1924, requires every 
warrant to show; (a) the gross amount which after deduction of tax 
corresponds to the net amount actually paid; [b) the rate and the 
amount of tax appropriate to such gross amount; (c) the net amount 
paid. Failure to comply with these requirements renders defaulters 
liable to a fine. 


Payment of Dividends Direct to Banker.—It is a growing and useful 
practice for shareholders to instruct the companies to pay dindends 
direct to their bankers. Most companies welcome this practice, and, 
on request, wdl supply printed forms containing the necessary instruc¬ 
tions to be filled in, signed, and returned bv the shareholder. 'Warrants 
drau-n under such authority are made paVable, e.g. to “ The National 
Provincial Bank Lim.ited for the account of .and are acknow¬ 

ledged b\ the bank to the companies, they being authorised to accept 
the bank s receipt as a full discharge. When a number of instructions 
are received to pay dhtdends to various accounts at the same bank, 
j”- customary to send one cheque only to the bank covering aU 
dmdendb due, accompanied by the individual counterpart warrants. 
This practice sat es time and stamp dutv. The companies should make 

a note m_ their Share Registers, and Dividend Books, if kept, of the 
receipt ot all such instructions. 


Closmg the Register.—The student may have seen in the public 
under the headings of the companies concerned, notice^ to the 
tolloumg eftect; “Blanks, Ltd. Notice is hereby given that the 
registCTs of all classes of shares in the above companv will be closed 
from February i to February 14, 19.... both days included.’’ Such 
a notice rneans that no transfers of shares will be registered bv the 
Mmpany during the fourteen days indicated, the registers being closed 
tor the purpose of preparing ditidend lists for the shares as re^gistemd 

must sPtfKhL buying or selling shares between these dates 

as between themselves. If the shares are sold cum div., the purcha^ 

thTdAd^nd^^lfh^^ mcreased by the amount of the diiidmd, and 
f u purchaser; if they are sold f.v div., the 

tn companv'will pav the diiidend 

L shares have been sold cum drc., the buyer will claim 

days Nnrl.li ^ for fourteen 

Account dJ? the Stock Exchange 

Books. ^ ^ the closing of the 
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Example (l). 

{Form for Dividend " Less Income Tax") 

The X Y Z Company, Limited. 

127 Concord House, 

London, E,C. 2. 

No. 7641. December 1, 19... 

To James Scott, 

A di\’idend at the rate of 5% per anmim on the Ordinary Shares of the 
Company having been duly declared for the year ended September 30. 19.... I 
beg to forsiard you the annexed warrant for the amount in respect of the shares 
registered in your name. 

£ s. d, 

1,200 Ordinary Shares of £1 each at 5% . . 60 o o 

Less Income Tax at gs. od. in the £ , . . 27 o o 


Net amount of Warrant 


£53 o o 


I hereby certifj' that Income Tax on the profits of the Company, of which 

profits this dividend forms a portion, has been or wall be duly paid to the proper 
Officer for the receipt of Taxes. ^ 

J. Grant, Secretary. 

This portion of the sheet should be presented, as it will be accepted bv the 

Inland Revenue authorities in connection with any claim to allowance or relief 
from Income Tax. 


Example (2). 


(Form for Dividend 


No. 7641. 

To James Scott. 

A dividend at the rate of 5% per annum, free 
Ordinary Shares of the Company ha\ang been duly d( 
September 30, 19..., I beg to forward you the annexed 
respect of the shares registered in your name. 

1,200 Ordinary Shares of £i each at 5% 


>any. Limited. 

127 Concord House, 

London, E.C. 2. 

December i, 19... 


/60 o o 


Th3 dividend is equivalent to a gross amount of 109 \ 10 
Less Income Tax at 9^. od.inthe j . j lo 


Net amount of Warrant . 


. £60 o o 


Income Tax on the profits of the Company of which 

— . J- Grant, Secretary. 

should be preser\ed, as it wiD be accepted hv thA 
from “ connection with any claim to allowance or Velicf 

to Dividend warrants usually bear a note 

issuing company, for verification, and may be presented or re^esenSl 
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for payment on his authority. Usually, this authorisation is in the 
form of an indorsement of the warrant:— 

Please Pay 


BLANKS. LTD., 


26 10,19... 


George Williams, 

Secretary 


If a warrant is reported lost, the company will issue a duplicate, 
provided that it is indemnified against loss by the shareholder. 

Dividends on Bearer Securities. —It has already been explained that 
bearer securities are usually accompanied by a sheet of coupons which 
entitle the bearer to payment of the specified interest on the dates 
named thereon. Listing forms can be obtained from the company, 
and must usually be prepared and handed, with the coupons, to the 
holder’s banker, who will collect the dividend due as if he were collect¬ 
ing a cheque, tax being deducted at the standard rate. U coupons 
are issued, the holder of a share warrant must deposit it with the 
secretar}' for verification. If in order, the warrant will be returned to 
him together with a cheque for the amount due, less tax. 

Dividend Reserve Account.— Some companies maintain such an 
account for the purpose of equalising dividends as between lean and 
prosperous years. Such a reser\'e is useful in the case of companies 
whose profit's fluctuate widelv, and tends to steady the market price of 
the shares. To fulfil its purpose satisfactorily, a fund of this kind 
riiould be invested outside the business in sound securities. 

Bonus Shares as Dividend. —A successful company may have 
accumulated a large Reserve Account out of profits. ^ The expansion of 
the companv has necessitated increased working capital, and, to obtain 
this the companv has retained profits in the business instead 0 is 
tnbutiim them " up to the hilt.” In these circumstances, the market 
value of the shares is sure to appreciate, and the premiuin may become 

hich as eravelv to restrict the market for the shares 
other financial reasons, a distribution of part or o/ 
accumulated reserve mav be desirable, buch a distribution _iull be 
iulra vnes it the Articles of the company give power to issue bonu 
chares ” The procedure adopted is to transfer such part of the reser\ e 
as mav be neoe-arv to the credit of Profit and Loss Account or Bonus 
Dividend Account: and to declare a diiddend payable in fuHp F'J 
chares instead of in cash, (kmerally an agreement is entered into b> 
tlie conipanv with X on bchtdf of the shareholders providing Jo. Pa> 
ntnt nJt m' cash l.ut in shares; and this 

the companv in general meeting. Recipients of , 

f„rm of bonus slCares are not liable to sur-tax in respect thereof unless 

the distribution includes such an option to take edhej- sh 

cood, pkvided the decision is supported by the facts. The shares 



LIMITED COMPANIES 


379 

have already, of course, paid income tax, since the re5er\'e has been 
accumulated out of profits on which the company w'as assessed in the 
usual course. As to the capitalisation of profits on redemption of 
Redeemable Preference Shares, see pp. 304 and 390. 

Financial companies, sometimes, also distribute shares they have 
acquired in the course of flotations, or other transactions, amongst their 
shareholders in the form of dividends payable in kind. Again, com¬ 
panies in need of further working capital may secure the capital by 
declaring a di\ndend payable in shares, the necessary funds being 
provided out of profits. Further, shares not fully called may be 
called up as to the balance, the necessarj^ funds being provided by a 
distribution from reserve. 

Illustraiion .—Soleil d'Or, Ltd,, was registered with a nominal capital of 
iiw,ooo in shares of £1 each. of this capital was issued, subscribed, 

and fully paid. The Company proved prosperous, and. on December 31, 
19..., had accumulated a Reser\'e Fund of /55,ooo. On the same date it was 
reived to distribute a portion of the Reser\'e Fund and to declare a bonus 
chvidend in the shape of an issue of one fully paid share of /i to eveiv t^*o 
shares held. The entries are as follows:—• 


JOURNAL. 


Dt. 


Ca. 


19... 
Dec. 31 


. 

To Boons DividcDd Account ... 

trander from Reserve to provide for the B<»us 
distribution passed this day. I 


^ * I « 

I : i. 
37,500 s 0 , 0 


r. i. 


37.500 0 0 


Db. 


19... 
Dec. 31 


Db. 


B<mn» Dtvideod Account .Dr 

To Ordmary Share Capital Acooont . 

Bdn^ tte tssoe of 37,500 new Ordinary Shares in 

accordance with the terms of the resolution, dated 5 
December HI. 10... 


37.500 o o 


37,500 0 o 



RESERVE FUND. 


Cb. 


To 


Boons Dividend j ^ *• d. 

. J 7 ii 37.500 0 0 


19-,. i 

Dec. 31 j By Balance 


: C ,*.' 4 . 

' V * 55 »ooo 0 0 


down 


’ i V \] 17,500 fo o 

i I-r-.— 

I i!£ 55 W» o‘o 




£55,000 0 0 


19... 


31 By Balance biDught ' 

i down . . \ y/ 


f 1 


17,500 0 o 


ORDINARY SHARE CAPITAL ACCOUNT. 



^ I A J 

Dec. 31 ByBaUnce. . 75.ooo oo 

M 3 ^ I 9B Boons DivideDd 

j Aooount . J.yii 37.500 « o 

I ■' iv-j— 

! i (1/11,400 0 0 


otmt before the dEtobution co^' Capital to the required 
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Dr. 


Cr. 



J. 

7 ;; 37,500 0,0 

li ! 


£37,500 i 0 1 o 


Alternative entries are as follows;— 

Reserve Account .... Dr. 

To Profit and Loss Account 
Profit and Loss Account . Dr. 

To Sundry Shareholders 
Sundry Shareholders . . . Dr. 

To Share Capital Account . 

If the shares of the Company are not fully paid, and the Bonus is to be 
utilised to meet a final call of 55" per share, instead of calling upon the share¬ 
holders to find the cash, the entries would be;— 

JOURNAL. 


Dr. 


I 


Cr- 


19... 
Dec. 31 


f inai CaV Account ..... Dr. 

To Share Capiiai Auount . ■ 

Beine Final Call of 5s. per share on 100,000 shares made 

this day. 


25,000 0 ; <? 'I 


s. d. , £ s. 

0 I 0 

■ ’ 25,000 \ 0 


\ ! 


Shareholders 
To Final Coil Account 
Being call of 5s. per share due Uis day 

Reserve A ccouni .... 

To Sundry Shareholders 
Being Bonus declared this day. 


Dr. 


: 25,000 0 ^ 0 ij 


25,000 0 


Dr. 


25,000 


i| 25,000 ! 0 i o 


If the Company so elects, the Bonus Shares may be issued at a premium; 
in which case the entr>* would be:— 

Profit and Loss Account . . Dr. 

To Sundry Shareholders 
„ Premiums on Shares Account . 

Or, alternatively, as shown in the illustration on p. 358. 

Illustration 2.— Ravon d’Or, Ltd., was registered M»dth a'nominal 
/20O ooo in shares of /i each. loo.ooo of these shares were i^ued. sutecn^ 
and fully paid up. On December 31. 19.... the market quotation for the shares 

"^Tht directors decided to declare a di%-id«d payable by Ae i^e of 

funds’ were to be presided out of profits, the credit balance of the Profit and 

Loss Account being /io,2S6, 

The necessarv entries are:— 

JOURNAL, _ ^^9 


Dr. 


t9 • 
Dec. 31 




Profit and Loss .Xccounl . . . Dr. 

To Bonus Dividend Account ' ' 't ' 

Bein^ transfer of funds to provide for the issue of 2.000 
nrw M shares at ji each as per resolutioD this day. 

Bonus Dividend .Account .Dr. 

To Sundries :— 

Share Capital Account . . • * * 

Premium on Shares Account . ’ c ' 

Beine transfers recording the issue of 2,000 ne^- shares 
th^ nrwnium of ii Pcr share. 


/ '' s. d. 

4,000 o 0 


4.000 


£ 

4,000 


’ 2.000 i 0 

2,000 \ O 
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Dr. 


Cr. 


By Balance . 

„ Bonus Dividend 



Account 



PROFIT AND LOSS ACCOUNT. 


Dr. 


19... 
Dec. 31 


To Bonus Dividend. 
Account 

„ Balance carried 
down 



19... 

Dec. 31 By Balance . 


Cr. 


{ I. i. 

10,286 ! 0 o 


19... 

Dec. 31 By Balance brought 

down y' 



Do,286 I 01 o 


6,286 0 



Dr. 


19... 
Dec. 31 


BONUS DIVIDEND ACCOUNT. 


To Share Capita] 
Account 

f, Premium on 
Shares Account 



Dec. 3X By Profit and Loss 

Account 


£4.000 


Cr 



Ds. 


PREMIUM ON SHARES ACCOUNT. 


£ tp*** f 

Dec. 31 By Bonus Dividend 

Account 9 


Cr. 


s. d. 


2,000 o 0 



Profit and Loss Account, as the case may be is debited ^ 

payment in full of the kiares Final rail a 4. completes the 

of Sharp r^fi ^ Closed by transfer to the 


EXAMINATION QUESTION. 

Capital of the Company consi4^ of loooo Nominal 

been subscribed and fuUy paid up. ’ each, all of which had 
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At the Annual Meeting in February ig.,, it was decided: (a) To increase the 
Nominal Capital of the Company to £1^,000 by the issue of 5,000 6% Preference 
Shares of £i each, {b) To pay a dividend for the year 19... of 55%, 50% to be 
discharged by the issue of fully paid Preference Shares at par, and the balance 
5% to be paid in cash. 

Give the entries necessary to record these transactions. [Royal Society Arts.) 


Solution, 

Note ,—The standard rate of income tax is assumed to be gs. 

Rayon d*Or, Ltd. 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 

DECEMBER 31, 19... 


(Appropriation Section.) 

Dr. Cr. 


19... 
Feb. 28 

„ 28 

r 

To Ordinary Share 
Dividend 

„ Balance carried 
down 

1 

3 

V 

£ 

5.275 

675 

s, 

0 

0 

1 

d. 

0 

0 

19... 
De& 31 

By Balance broo^t 
down • 

V 

£ 

5.950 

1 

d, 

0 


1 


£5.950 

0 

0 




0 ' 

0 

0 

1 






19... 
Feb. 28 

By Balance bron^t 
down • • 

V 

675 

0 

0 


ORDINARY SHARE DIVIDEND ACCOUNT. 


Dr. 


Cr. 


19... 
Feb. 28 


« a8 


To 


Prefereoce Share 
Capital Aocooot 




9 

C.B 

7 


£ 

1 

i 

5.000 


1 

275 


B 

£5.275 

1 

1 


19... 
Feb. 28 


Bf Profit aod 
Account 



ORDINARY SHARE CAPITAL ACCOUNT. 




£ 

E 

em 



1 

|Dec.3S j 


By Balance 



s, 

o 



CASH BOOK. 



Soodry Share- 
holders. Divi¬ 
dend at 5^ 



a75 
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38j 



Dr. 



4 

/ 

1 

d. 

19... 
Feb. 2% 

Bv Transfer from 
# 

Dividend Ac* 


$ 

£ s. d. 




COUDt . 

3 

5,000 0 0 



The above entries are frequently the only ones made in actual 
practice. In the author's opinion, such transactions should be 
journalised to secure a sequential record. The examination candidate 
may answer questions of this tj-pe by submitting either Journal or 
Ledger entries—both cannot fairly be expected in a speed test. The 
Journal entries are set out below, and subject, of course, to the 
examiner’s specific instructions would gain equal marks. 


JOURNAL. 


19... 

Dec. 31 ProSt and Loss Account (Appropriation SecU’oD) . Dr. 

To Ordinary Sbare Dividend .\ccount 
Being dividend at 55*^0 OQ 10,000 Ordinary Shares of £1 
each, less income tax at 9s. on the portion pavab!e in 
cash. 


„ 31 Ordinary Share Dividend Account . . .Dr. 

To 6®o Preference Share Capital Account 
Being dividend at 50^0 satisfied by the issue, as fully 
paid, of 5,000 6^0 Preference Shares of /i each. 

„ 31 Ordinary Share Dividend Account . .Dr. 

To Cash (Bank).* 

Being dividend of 5% parable in cash Uss tax at or. in 
the /. 



£ s. d. I j. d. 

5,2?$ 0 0 

5,275 o 0 


3,000 0 0 

5,oco 0 0 


275 0 o 

273 0 0 


Forfeiture and Re-issue of Shares.—Companies have no statutory 
nght to forfeit shares. The Act is silent on the matter, but provision 
IS made m the statutory' form of the Annual Return for details of any 
shares forfeited. Power to forfeit shares should be taken in the 
Articles. Practically, ail companies take this power, and their Articles 
regulatmg forfeiture follow in the main those of Table A. If a 
company’s Articles are silent on the subject of forfeiture, and Table \ 

IS not excluded. Articles 33-39 of Table A (23-29 of Table A under the 
Act of 1929) apply automatically. 

The usual procedure is to send a formal notice to the member who^e 

if f payment, reminding him that interest 

will be charged on the unpaid calls, and that, if the notice is not 

,tTfi'lf K liable to forfeiture. If this notice fails 

hereon, ^d mtimatmg that, in the event of non-compliance the 
daSf frS forfeited on a date not less than fourteen days from the 

bJ°the ineffectual, a resolution if then pLed 

of forfeiture may invahdate the forfeiture. The procedLe 
exactl} pursued, and ever^' condition precedent complied with. " A 
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ver}' little inaccuracy is as fatal as the greatest ” (James, L. J., Johnson 
V. Lyttles Iron Agency, [1S77]). 

Some students appear to think that when shares are forfeited they 
are cancelled. This, of course, is not the case, since such a proceeding 
would amount to a reduction of capital, which can be effected only by 
leave of the Court. Forfeited shares become the property of the 
company, and may be re-issued at any price which, together with the 
amount paid on them by the original holder, NviU produce 20s. in the 
I. Thus, if X. Y. was allotted 100 Ii shares in Blanks, Ltd., and had 
paid los. per share upon them, but failed to pay the remai nin g los., 
calls being duly made, the Directors could, after following the pro¬ 
cedure outlined above, forfeit the shares and re-issue them as fully paid 
to A. B. at the price of los. per share, making 20s. in all. Forfeited 
shares may be re-issued as parth^ P^-idj long as the re-issue is not 
tantamount to an issue at a discount, othen\ise the new^ holder becomes 
liable for the amount of the discount in addition to the unpaid calls 
when these are made in due course. Of course, if shpes issued at a 
discount under S. 57 forfeited, the amount of the discount must be 

taken into account. 

niustra/ian.—X, Y., a shareholder in Blanks, Ltd., was allotted 200 
ordinary' shares of /i each. He paid 5^- share on application, and 5^ P^r 
share on allotmentrbut faUed to pay the first and final call of 105 per sha^. 
On June 30, 19..., the directors passed a re^lution forfeiting the shares under 

the powers conferred upon them by the Articles. t r u 

The nominal capital of the company consisted of 100.000 shares of £i each, 

all of which had been issued and subscribed. 

The necessar\* entries are as follows:— 


JOURNAL. 


D*. 


Cr. 


19... 

JUDC 30 


r- 30 


L.F. 


Oniinanr Stare Capiul .\ccount . .Dr, 

To Forfeited Shares Account . ^ ‘ ! 

Being 200 OrdinArv Shares, fuUy caDed up. forfeited as ; 
per resolution of the Directors, dated this day. __ 

Forfeited Shares Account. 1 ^- | 

First and Final Call Account . - • - . • i 

Being the amount remaining unpaid on the 200 Utomary ^ 

Shares forfeited as per previous entry. 


£ 

200 


5. 


100 0 0 


s. . 


: 200 ; 0 


100 0 0 


I ! 


Blanks, Ltd. 


LEDGER. 

Ordinary Share Capit.u, Account. 


Dr. 


lime 30 To Forfeited Shares 

Account 

^0 .. Balance carried 

oown • 


s. d. 19-*- ‘ 

June 1 By Balance 


200 o 0 


99,800 0 o 


i'lOO.OOO O 0 


Cr. 



sid. 


v' ’i 100,000 jO 

I I 


flOOyOOOlOl 0 




1 
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UEDOE.'R—continued. 


3 Forfeited Shares Account. 3 

Dr. Cr. 


I 9 -” ! 

J- 

C 

5. d. 

(9... 

1 

J. L 

s. d. 

June 30: To First and Final 



X 

1 

June 30 

By Share Cipital 



Call Account . 

7 

100 

0 0 


Account 

7 2 CO 

0 0 

„ 30 „ Balance carried 








down 


100 

0 0 







£200 

0 0 



i 2 CO 

0 0 




« , 

19-.. 

June 30 

By Balance brought 








down . 

\ 100 

0 c 


First and Final Call Account 


Dr. 


19... i 

Jane 30, To BRlance brought 

forward . 


f! 


C ^ 

100 0 0 


19... 

June 30 


By Forfeited Shares 
Account 


0 

' J 


( 

ICO 


Cr. 


i. i 


0 0 


Blanks, Ltd. 


BALANCE SHEET, JUNE 30, 19... 
(Liabilities Side Only.) 


Capital :— 


5 . d. 


s. i 


100,000 Ordinary Shares of £1 each 
Issued^ 

100,000 Ordinary Shares of [i each, fully caLed 

L£^ 200 shares forfeited as per resolution of Directors, dated 
June 30, 19.’ 

Forfeited Shares Account, amount paid on shares forfeited as above 


lOO.OCO 0 o 


100,000 o o 


200 O 0 


9:..'00 0 o 

ICO 0 o 


All alternative, and more direct, method is as follows: 

JOURN.AL. 


Dr. 


Cr. 


19... 


Tlinary Share Captal .Account 
To First and Final Call Account 
Forfeited Shares Account 
200 Ordinary Shares, fully c 
resolutioa of the Directors, d 


Dr. ! 


/ 

00 


s. d 
o o 




•la II 


100 

100 


i. d. 

0 o 
o o 


^^Most companies, however, prefer the method set out on the preuous 

Re-issue of Forfeited Shares.-In the illustration given above the 
feSb?Xshares’for- 

so provide, a defaultbg shareholder ^sTili liable fo?,he 
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on forfeited shares, it is the usual practice to treat the unpaid calk as 
a bad debt, and to take steps to re-issue the shares to a fresh holder. 
Assuming that, in the illustration given above, the 200 shares are 
re-issued on July 30, 19..., to R. Y., at the price of los. per share, the 
entries would be as follows;— 


JOURNAL. 


8 


Db. 


Cr. 


*9 


Dr. 


July 30 t Forfeited Shares Re-issued Account . 

To Ordinary Share Capital Account 
Being re-issue of aoo Oroinary Shares forfeited on June 
30,19 - 


.. 30 


Dr. 


Sundries 

Cash (New Shareholder) 


Forfeited Shares Account. 

To Forfeited Shares Re-issued Account . 

Being amount already received and Cash paid by R. Y. 
I on re*is$ue of 200 Oidinary Shares as above. 



LEDGER. 

Ordinary Share Capital Account. 


Dr. 


Cr. 


19... 
July 30 



1 

£ ! 

S . 

d . 

19... 


J 

i 

5 . 

d. 

To Balance carried 

\ 

i 




June 30 

By Balance brou^t 

g 

1 0 



down 

V 

100,000 

0 

0 


down . 

V 

I 99,800 

0 

0 



> 

1 



July 30 

,, Forfeited Stares 

J. 

1 



1 


• 




1 Re-issued Ac¬ 





1 

1 

1 

1 

1 

1 

1 

1 



count . 

8 

200 

0 

0 

1 

1 

1 


£100,000' 

!o 

1 0 


1 

1 

1 


£100,000 

0 

0 

j 

i 

■ 

1 

♦ 

1 

1 

1 



19... 
July 30 

4 

By Balance brought 


( 



\ 

» 

! 

; 

« 

a 

!! 

li 


1 

1 


down . 

y/ 

100,000 

0 

0 


Forfeited Shares Account. 


Dr. 


Cr. 


19... 

July 30 1 

1 


f 

J. 

1 

J. 

d. 

19... 

To Forfeited Shares 

1 

1 

1 i 

1 

1 


June 30 

Re-cssoed Ac¬ 


j 





count . 

ft 

8 

1 

1 too 

i 

0 

0 



By Balance brought 
down . 



£ 

r. 

V 

100 

0 

! 

1 


1 

1 


i. 

o 


Forfeited Shares Re-issued Account. 


Cr. 


Dr. 




*9 
July 30 


; To Ordinary Share 

I Capiul Ac¬ 
count • 


J. 

i 

£ 

1 

G 

19... 
July 30 

1 

8 

I 200 

[ 

1 

1 



By Sundries 


J. 

16 


£ 

200 


r. 

o 


d. 

o 


CASH BOOK. 

(Debit Side Only.) 


7 


Cr. 


Dr. 


To Cash. R. Y.. in respect of 200 Ordinary Shares reiBued 



£ 

r. 

1 

100 

0 



19... 
July 30 
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The more direct method of entry is shown in the next example. 

Re-issue of Forfeited Shares at a Premium.—If forfeited shares are 
re-issued at a higher price than the amount outstanding upon them, 
the extra amount received represents a premium, and should be treated 
as a capital profit and used to strengthen the company’s reserves. 
Reverting again to the illustration given above, and assuming that the 
200 shares in question were sold to R. Y. for £150, the necessary entries 
would be as follows:— 


19... 

JuJy 30 


JOURNAL. 


Dr. 

Sundries:— 

R-Y. (Cash) 

Forfeited Siares Accoant 

To Sondries:— 

• 0 

$ 0 

\ 

) 

Dr. i 

« « 

0 • 

4 

i .s. 

150 ' 0 
< loo 0 


Ordin^ Share Capital Accoant . ' 

Premium oo Shares Accoont . * 

Bang reissue of 200 Ordiniajy Shares forfeited to R. . 
at the price of /150 as per resolutioD of eveo i 


Cr. 


s. i d. 


200 0 o 
30 0 0 


10 


Ds. 


LEDGER. 

Premium on Shares Account 


!..v 


10,.. 
July 30 


By R. Y. re-issue of 
200 shares 


10 


Cr. 




o o 


f =^ 50 . would appear on the liabilities side 

of the Balance Sheet as a separate item after the statement of Share 
Lapital. 

exa^iination question. 

in (A Blanks, Ltd., decided to forfeit 500 Ordinary Shares standing 

S-Sld-X'fppS.'S 'r“'‘ o, 

Give the entries necessarj' to record this forfeiture , 


19... 

^ 2 JS, X 


Solution, 

JOURNAL. 


Ordinary Share Capital Aixoant 
To Forfeited Shax« Account . * * ’ 

^ caM 

forfeited by resohitxm of the Pirectois, dated 


Dr. 


Fwfeited Shares Accoant . 

To Second Can Account. ! * ’ * 

P“ «»qaid « soi shares 


Dr. 


Dr. 


I! / 


^25 


Cr. 


s. 

d. 

£ 

s. 

0 

0 



$ 

4 

i 1 

0 

1 

\ 

0 

500 ' 

t 

( 

1 

$ 

1 

0 

% 

1 

i 


1 

125 ' 

0 
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LEDGER. 

Ordinary Share Capital Account, 

(Say 50,000 Shares of £1 each.) 


Dr. 


Cr. 


19... 
Aug. I 


To Forfeited Shares 
Account 

„ Balance earned 
down . 



19... 
May X 

By Application Ac¬ 


count . 

» 15 

„ ADotxnent Ac¬ 


count . 

June I 

„ ist Can Ac¬ 


count . 

July I 

„ 2Dd Can Ac¬ 


count . 

19.-. 
Aug. I 

! By Balance brought 

1 down . 


I 

£50,000 i o ^ o 


49*500 0 0 


Dr 


Premium on Shares Account, 


Cr. 



Forfeited Shares Account. 


Dr. 


Cs. 



19... 

July 1 To 


Siare Capital 
Account 


f s. d. 19... 

July I By Cadi, Sundry 

12 ^00 00 Shai^ldeB . CB. 

„ I „ Forfeited Shares J. 

Account . 3 

£13,S00 o o 


12,375 o o 
12$ 0 o 
£12,500to o 



The AppUcation and Allotment, and First CaU Accounts Wd to 

Second 0*11 Account given above, except that the credit ent^ would ^ 

ifd S'Su ASo»«"»d ,^,dd—i.»« 

Prwnium on Shares Account as shown above. 
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In view of the pro\ 4 sions of S. 75 that a transfer of shares must not 
be registered except on production of an instrument of transfer, it 
would appear to be necessary' for a nominee of the company to execute 
a transfer to the person to whom the shares are re-issued. 

Surrender of Shares.—Shares may be surrendered if the Articles 
authorise surrenders, but to avoid a technical reduction of capital, the 
sanction of the Court must first be obtained, unless the circumstances 
of the case justify the ordinary' procedure of forfeiture. Forfeiture is 
the best and shortest course to pursue in suitable circumstances. 
Surrendered shares may be re-issued on the principles already explained 
in connection with forfeited shares. The most common circumstances 
leading to a surrender of shares arise in connection with the purchase of 
a business, or assets which turn out to be less valuable than was 
assumed at the time of purchase. 

Illusiration. —A. B. sold his business to Blanks, Ltd., as a going concern 

for £100,000, payable as to £2^,000 in cash and /75,ooo in fuUv paid shares. 

he stock taken over fell hea\'iiy in value owing to market depreciations and 

some large book debts proved to be irrecoverable. In view of this \ B 

agreed to surrender /25,oco of the shares allotted to him. Assuming the 

sunender to have been effected with the sanction of the Court and bv the 

ordinap- process of surrender, the effect on the company's Balance Sheet would 
be as follows:— ' 


Blanks, Ltd. 


B.\LANXE SHEET. DECEMBER 31. 19... 


Capital:— 

75.000 Ordinary Shares 
of £i each issued as 
fully paid 

L^ss shares surrendered 
byA.B.. 


i 


s. d. 


( 75,000 

25,000 




Purchase of B 

.Account . . £100,000 

shares sunend- ^ 
cred by A. B. . 25,000 


5. i. 


50.000 0 o 


75,000 0 0 


thpt'tw Shares.— The majority of Articles prot-ide 

hat the company shaU have a ben on shares and dividends, for calls or 

debts due from members to the company. The rules of the Stock 

E.xchange prohibit the extension of this power to fully paid shares. 

alternative to forfeiture, therefore, the company may sue the 

defaulting member, or may stand on its ben. and seU the shares". Table 

A empowers the company to seU shares on which it has a lien for 

.pyable, after giving the defaulter at least fourteen 
P . he company can authorise a nominee to execute a transfer 

I"' ^ entitlSto Ly 

secu^ritv n/cK from bankers and others on the 

be registered by the company in favour of the lender. GenerSlv 
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the borrower deposits \\'ith the lender his share certificate or certificates, 
accompanied by a transfer in blank, i.e. a transfer with no transferee’s 
name filled in. This gives the lender an equitable title to the shares. 
The company is not affected by this procedure, since companies must 
take no notice of equities or trusts. But, although the company cannot 
register a notice of any equitable interest of third parties, it loses its 
own priority of Hen on receipt of such notice {Bradford Banking Co. v. 
Briggs [iSS'6]). The lender takes the risk of fraud on the part of the 
borrower, or of bankruptcy proceedings being instituted against him. 
But he can protect himself by applying for, and filing with the Supreme 
Court, a document termed a Notice in Lieu of Distringas. A certified 
copy of this notice when served on the company will prevent the transfer 
of the shares, or the pajment of di\'idends, without prior notice being 
given to the lender. 

Redemption of Redeemable Preference Shares.—The law' regulating 
such redemption has been stated on p. 304. It is now sufficient to give 
an illustration. 

Jllustraiicn. —L'prichards, Ltd., Lad issued 20.000 Redeemable Preference 
Shares of £i each, redeemable on September 30, 19..., at 225. 6d. per share. 
On that date, the company had a Reser\'e of £14,000 and a balance at the credit 
of Profit and Loss Account of £500, and the directors decided to issue 6,400 
Ordinaiy* Shares at a premium of 5^. per share and to apply the proceeds, 
together \nth the existing balances at the credit of the Reser\-e and ^ofit and 
Loss Account, in redeeming the Preference ^ha^5. Show by Journal entries 
the records of these transa^onsl 

The new Ordinary' Shares will realise £,'8,000, and this sum, together with 
the balance of £14,000 on General Reser\’e and £500 at the credit of Profit and 
Loss, makes up in all £22,500, exactly sufficient to redeem the Preference 
Shares. The difference bet^veen the nominal value of the Preference Shares 
(£20,000) and the Ordinar}’ Shares (£6,400) is £13,600, and this sum must 
therefore be transferred to a Capital Redemption Reserve Fund, in order to 
comply with S. 5S. 


19 


JOURNAL. 


Cash :— 

To Ordinan* Shares . 

Share Premium .Account 


It 


Dr. 


'I Redeemable Preference Shares . Or. j 

\ rVemium on Redemption of Preference Shares Dr. ; 
To Cash . . • • • • • • . 


1 Sundries :— 

I To Sundries : 

1 Viz.— 

General Reserve. 

Profit and Loss Account .... 
Share Premium Account .... 
Premium on redemption of Preference Shares 
Capital Redemption ReserN'e Fund . 


Dr. 


Dr. 


Cr- 


• 1 I 

£ s.^d.' 

S.ooo 00, 


{ S. d. 


20,00c I o 
2,500 ' 0 

I 

1 


o 

0 


6,400 

1,600 


t 


0 

0 


■ 0 


22.500 


0 : o 


1 


14,000 O 0 ^ 

500 ! o t o ; 

1,600 O 0 , 

. . : 2,500 


\ 


i 13,600 


0 

0 


It wll be noted that the premium on redemption has been provided p^ly ou1 
of profits and partly out of the Share Premium Account, as laid down ci> 

S. 58 {i)W. 
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Issue of Debentures.—The opening entries necessary’ for recording 

an issue of debentures are similar to those required for recording an 
issue of shares. For example 


JOURNAL. 


Db. 


Ci. 


19... 
Dec. 12 

1 ’! 

DebentureApplicationandAhotment Account Dr ^ ^ ^ 

To 5% Debentures Account .... 

i 

f. 12 

Debenture Call Account .... Dr i 1 

To 5% Debentures Account . ! ] j: ! 

(and so on) * ’ : 

1 i ;; 

-— > ■ — r f 

» 

1 i 

t 1 


Separate Application and Allotment Sheets, Cash Book, and 
Baking Account should be opened in the case of a large issue of 
debentures m order to facilitate registration and audit. Debentures 
^e i^ually payable m full, either on application or by two or three 

instalments over a short period. 

Issue of Debentures at a Premium.-Debentures, like shares, may 
be issued at any premium that can be commanded. The entries 
necessary are similar to those required for a share issue at a premium. 

lllustralion —Vpiichaids. Ltd., offered for subscription on December 12 
i^.., 1,000 5/„ Debentures of £100 each at the price of /no pavable as tri 


JOURNAL. 


19... 
Dec, 18 


Dk 


Cr. 


De^t^Ap)lication and Allotment Account Dr 

To 5% I^benturc Account . 

„ Ternium on Debentures Account 

rJ ^n« of £100 on applicaUon and 

^ on aUotmcnt as per resolution of the 
Directors, dated December i. lo 


r 

110,000 


I 


s . 


0 

1 0 ‘ 

< 

i 

. 100,000 

1 

10,000 


s . 


the i'e 

aa oS^7e™™ ® >='“8 treated 


the tenns S X'tlSde aa^t'To 
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debentures into their par value of full}’ paid shares, for that would be 
tantamount, if taken advemtage of, to an issue of shares at a discount— 
an illegal proceeding (Moseley v. Koffyfontein Mines, [1904]), unless 
the shares are validLv issued at a discount under S. 57. Students 
appear to find difficulty in the fact that whereas debentures may, 
shares may not, except under S. 57, be issued at a discount. The 
reason is that a shareholder is really equivalent to a partner in the 
companv, whereas the debenture holder is a creditor of the company. 
The amount of discount on debentures, or shares (issued under S. 57), 
and anv commissions pa\'able on the issue, must be stated in the 
Prospectus (Fourth Schedule), and must be set out separately in the 
companv’s Balance Sheet until \mtten oft (Eighth Schedule, para. 3), 
The discount must also be stated in the Annual Return (Sixth Schedule, 
Part H). 

Issues at a discount seem to present difficulties to some students, 
but, carefully considered, the procedure is quite simple. The essential 
fact to remember is that the company is under liability to repay the 
full face value of the debentures on maturity. The issue to-day of 
a £100 debenture at £(95, repayable ten years hence, means that 
although upon issue the company receives but £95, it will have to pay 
£100 on the date of maturity. The company must therefore acknow- 
fedge the full liabihty for £100 in its books, and treat the £5 discount 
as a temporan’ asset, and write it off during the life of the debenture. 
This discount'practically amounts to deferred interest paid in a lump 
sum upon maturity of the debenture. 

The simple rule to remember is:— 

(a) Credit Debentures Account uith the full amount repayable on 
matiiritv, and (b) debit to Discount on Debentures Account the difference 
(discount) between (a) and the actual cash received. 

H’u-lrjti'-r. —On Januan.’ i, 19.... Soleil d'Or, Ltd., offered for subscription 
sso Debentures of r'loo each at the price of 05, payable as to £20 on 
application, i40 on allotment, and £35 on March i, 19... The whole 
subscribed and allotted, and the amounts due were paid on or before March i, 

19.... 

JOURNAL. I 

Dr. Cr. 


/ s.d, £ 5 . d. 

33,000 0 0 

33,000 0 0 


I 

19,250 o 0 

19,250 00 


2,730 00 

, 2,750 o 0 


19 ■ 
jin. 3 


>! A. I 


«f 


Application and .Allotment .Account Dr. 

To s • 1 Debentures .Account .... 
.:.n application, and £*40 on allotment, cn 550 
P>i 9 t'er.tures issued at 95 resclution of 

Directors, dated Jaouar>- 5, 19 


Dr 


Debenture Final Call Account 
To 5^ Debentures Account ' A . 

E^inj final caU of P^r debenture on 550 5®.o 
fares issaeti at 95 as above. 


Dr 


Debenture Discount Account . • - • 

To V', Debentures Account . ’ p, v 

Eeinc diKount at £5 per det^enlure on 550 5®^ Deben 
turfs iisued at ai above. 


L.F. 

6 

s 


S 

5 


/ 

5 



LIMITED COMPANIES 

LEDGER. 

5% Debentures Account. 


393 


Ds. 


CtL 


s, d. 19... 
Jan. 5 

Mar. 1 


By Debenture AppU 
cation and Awt 
meat Account 
„ Final Call Ac 
count 

„ Debenture Dts 
coont Account. 


t.\d. 


33,000 o 0 
19,250 O 0 
2,750 0 o 
^55,000 0 o 


Ds. 


19. 


Ds. 


Debenture Application and Allolment Account 


Jan. 1 j To 5% Debentnies 

Acoomit 


33 »ooo 


19... 

Jan. 5 By Cash 


Debenture Final Call Account. 


• • J- 

ar. I To s% Dd>entiiRS 

Account x 


i 2. d. 19... 

Uv. I By Cash 

19*350 o 0 
£19*350 o 0 



Cb. 


33,000 

I 


£33W> 



_ Cs. 

I 

C.B. £ d. 

3 19*350 0 o 

£19*350 o o 


Ds. 


Debenture Discount Account, 


19... j. 

Mat, I To 5% Debeotnres 

Aoooimt X 


2. d. 


3,750 0 0 


Ds. 


CASH BOOK 


19... 
Jan. 5 


Uai. 31 


Cash, Sundry 
Debenture 
CCS AppbcatioQ 
and ADotment. 
Cash, Deben- 
tore Rnal Call 

Aocoont . 


2. d. 


33,000 0 0 


19*350 0 0 


Cs. 



£ 2. d. 




Cs. 


2. d. 



EXAMINATION QUESTION 

«1 appea,",. a„*SBalS.?£?|5 
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Scluiict:. 

JOURNAL 


Dr. 


i6 


Cr. 


Debenture Application and .AHctment Account . Dr. 
To Debentures ...... 

Beir.t oc debentures of ^Tco each issued at a discount of 
5-0 to the public as per resolution of Directors, 
dated. 




A 

S.550 


S. i. 

0 0 


Softleich i: Co. (Underwriters^ .... Dr. o 

To 5"^ 3 Debentures ...... 5 

Being 10 debentures at a discount of 5^3 cot taken up by 
the public and now allotted to the underwriters as per 
resolution of Directors, dated. 


950 0 o 



0 


0 


Del:enturo Discount . ..... Dr. 

To 5'- Debentures ...... 

Beinc discount cn 100 debentures of /loo each. 

^ W ^ 


«CO O 0 


>CO O 0 


Debenture Issue Expenses .Account . . Dr. 

To Soitleich i Co*.. 

BeiCi «; •unier.vntinc cc-nimission cn ico debentures of 
*100 each. 


II 

9 


s;oo 0 0 


5C0 0 0 


I 



CASH BOOK. 


I 



To Cash. Sur.dr.- De¬ 
benture Holders 
• Appucaticn and 
.Chotment Moneys' 


s. a. 


5 '• 55'3 , ® ^ 


i s. 


T-\ 


• ^ 4 


;\e. 


i 'r. 


LEDGER. 

I'EbKNTUr.E AFFLIC.XTION AND ALLOTMENT ACCOUNT 


Cr. 


Tv 


]. : s. i. 

L r’r vt.f-TCS 

•. . x6 5.^50 0 0 

By Cash . 

1 

C.B. 

I 

1 

8,550 

s. i. 
0 0 

Debentc: 

F'£> .\CCOUNT. 



5 





Cr. 

• 

r • 


J- 

/ 

i. i 


By Deb-ecture Appli¬ 





cation and Allot¬ 




1 

1 

ment .Account . 

16 

8.550 

0 0 


„ Softleiah ic Co. . 

— 

950 

0 0 


.. Debenture Dis¬ 





count .Account . 

— 

*;oo 

% 

0 0 




ilOrCOO 

0 0 





• 

1 >F-BENTCi;e Dis 

Count Account. 



4 





Cr. 


1 


i 

s. j 


T : <' Debentures 

t T r. 


<00 




c 0 
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Dr. 


Cr. 


j To Debentures 
Account . 


J. 

x6 


£ J 

930 o 0 


To Balance brought 
down 


£950 o 0 


450 o 0 


By irnder5\riung 
CotnmiSiion 
„ Balance carried 
down 


J- 

16 


£ i. d. 

500 0 0 

450 0 o 


1950 o 0 


II 

Dr. 


Debenture Issue Expenses Account. 




11 


Cfc. 


J. 

To Softleigh & Co., 
Unde'writing 
Commission 16 


s. d. 


500 


o o 


J. d. 


balanxe sheet. 


5% Debentures 
100 Debentures of £100 each 



‘ t 

10,000 0 o 


Debenture Discount .Account 
Debenture Issue Expenses Account 
Su^ry Debtors (Softleigh 4 Co.; 


£ 

500 

500 

450 

8.550 


1 4. d. 
O ' 0 

o o 
o o 
o o 


Purch^e of Debentures in Open .Market.— the ^nditions of 
issue, or the provisions of the Trust Deed, empower a companv to 

" '■P'" the necesear,- 

D T„s. 

5% debentures of /loo each at Xio-> ■ March*26 five 

debentures of/loo each at‘ ™ Robinson, six 5% 
were /s- IgnSre acc™^ iSrest connection with the purchase! 

thro^gr^e^cLTR^t^^V^^^ purchases of debentures would pass 

JOURNAL. 

Cr. 



13 


Debenture Purchase Ai 
To Sundries:— 

John Smith 
flliam Robins<m 
Bei^ purchase of 
respectively. 


Dr. 


£ 5 . J. 

i»098 o 0 


4. .i 


♦ w 
/ 

9 


5Z0 

553 


0 

o 


o 

o 


5% Debenture Stock Account 

To Denture Purchase Account 

debentures pu rchased as above.* 

Expenses .Vecoun 
10 Debenture Purchase .Account 

DOng premium on purchase from John 


Dr, 


Dr. 


5 

3 


II 

3 


1,100 0 0 


1,1C^ o o 


10 0 0 


10 0 o 


I.WI 


ue Purchase Account . 

Ctebenture Purchase Expenses Aaount 
B^^unt on purchase from WilUam Robiiaon 


Dr. I 3 


12 0 o 


i II 


12 



0 O 
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Dr. 


r.\sn i>< H )K. 


5. J. 


19 . 

M^r. IS 


By Ichn Stiiith 
,, Wm. Rot'inicn 
,, Exper.jcs on De¬ 
benture Purchases 


« 10 


5 d. 
0 0 


0 0 


Dr. 


L 1 -: IK'.ER. 

Debenture Durchases Account. 


19... 
Mar. IS 

.. 


S. «.| 19 

o o I Mar, 


To John Smith 
,, W in. Robinson . 
,, Debenture Pur¬ 
chases H.tpenses 
.Account . 


10 o o 
>5 00 


19 0 0 
/i.tio 0 c 


6 By s'-'., E>eb€nture 
Stock .Account . 
6 „ Debenture Pur¬ 

chases Expenses 
.Account 


i T 
1 . 100 0 0 


10 0 0 
M.no 0 0 


5^0 Debenture Stock (Trustees') .\ccount. 


Dr. 


Cr. 
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Debenture Issue Expenses.— Considerable exjjcnse attaches t.j a 
debenture issue. The expenses v/ill probably in>;lude: undcrwritiiii; 
commission, brokerage paid to stockbrokers and others for {.laeiiiL; 
bonds, advertising, printing, law costs, statutop,- filing fee-, and a.i 
valorem duty. These expenses will appear as pavments on the cr-Mit 
side of the Cash Book, or as credits to personM accounts, and should 
be posted to the debit of a separate ledger account lu-aded DL-bentiin- 
Issue E.xpenses Account. The balance of this account must apgit-.ir 
as a separate item in the Balance Sheet (Eighth Schedule, para. 5 L , 
and should be written off in instalments o\'er the life of the debentur 
or, preferably, within a shorter period. 

In this connection, also, some students appear to find difficultv. 
Briefly put, these expenses represent an actual /0,9s incurred in raising 
money by means of a debenture issue. Clcarlv this loss must be 
extinguished on or before the maturity of the debentures. It is 
reasonable, however, to a-sume that all the \'ears bet9veen issue and 
maturity will benefit b\ the employment of the money borrcwv’j'i. 
That being so, it is legitimate to spread the e.xpensos o\'er the life of the 
issue, although it is preferable to extinguish the item sooner. 

If the issue is redeemable by annual drawings of fi.xed amount, it 
is theoretically correct to apportion the e.xpenses on the basis of the 
amount of debentures outstanding, so that all the years which benefit 
from the loan shall bear their due proportion of the e.xpenses. Pr.artii al 

experience, howeeer, shows that most companies endeavour to eliminate 

the Item more expeditiously than adherence to this theorv would permit. 

Premiums and Discount in Balance Sheet.— The method of setting 

out premiums and discount in the Balance Sheet can be<t be -hown bv 
an example:— 

'-'pnehanis, Ltd., consists oi :,00 ^-oo 
dmded into 100 000 Ordinarc- shares of /i each an i loo.r..-.-, I v.-C.f.-.n, 

shares were ouered f.,r siilhcrmt-.m ' ( if 

applied for, allotted, and fallv ca’.h.'! up \il 

Hnal Cali of 5,-. per share on ,,000 shar-. 1^,: 
eference shares were issued at a premium of 2i. 6 f. per sliare an ] wme f 

of^/mo^la'rh “P- "Tne company also issued v ' i-hi rt'mrs 

The debentures were 

knd ein.. Directors decided to ’.vri:.- o-j t'- d^-. ■ .-Tt 

and expenses in equal annual instalments over that n-n. i C wd O eV ” 

enmes recording the position at the close of the mn;.hl M ■ f v"! 

above issues as shown in the company’s Balance Sheet. 

halLveari!^^ debentures i.s usuallv payable 

whirl - ^ represents interest on a loan, it must be'mid 

debenture bonds made out to b-irer are 
able Interest Coupons covenng a senes of yearn, attached^o tLe 



Upricliards, Ltd. 
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and made payable on the dates when the interest on the bonds falls due. 
It is UiUal to keep a Coupon List recording the numbers of all bonds 
issued, and to note therein the due date and pavment of the coupons 
attached to the bonds. A ruling for a Coupon List is illustrated on p. 400. 

Entries on Payment of Debenture Inierest.^Xhon the debenture 
interest for a period becomes due the neccssarv entries are :— 


lOURXAL. 


n?.. 


^ 4 ^ 


10 ... 
D«c- 31 


Debeattire laterest Account .... Dr. 
To Sundry Debenture Holders .... 

„ Income Tax. 

Being interest icr the hiif-year due this dav cn 
120,000 3 -0 Debentures iess tax at in the i*' 


2. 


i.~C 


0 


• Or whatever the current rate of tax-sv Cv. 

# 

The Sundrt; Debenture Holders’ Account automatically close 
hen all the interest warrants have been paid. The income ta.\ 
deducted wiU, as already explained in connection with the income 
tax deducted from Dhddends, remain at the credit of Income Tax 
Account pending the final adjustment of ail income tax due bv the 
company for the financial period. 

In the case of large issues, a separate bankin? account is opened 

the net amount payable to the debenture holders'" bein? credited to it 

by means of a transfer from the main banking account.' This banking 

account ^^Tll automatically close when all the warrants ha\'e b'^en 
presented and paid. 

L hclainied Debenture Diterest. —If, when the annual accounts ar^ 

prepared, a balance remains on the Sundrv Debenture Hnlders' 

Account, It wiU represent unclaimed debenture "interest, and should be 

included as a separate item under the heading “ Current Liabilities.” 

If a separate banking account has been opened for the ser^■ice'of 

debenture interest, a similar amount will remain as a balance in hand. 

Md should be separately stated amongst the various bank balan^xl 

If no separate banking account has been opened, the unclaimed 

mterest t\ill, of course, be merged in the general bank balance. See 

e reference to the Burnham case on p. 366 as to such interest becomin-' 
statute barred. 

Debentures.-With the exception of iaedeemable 
ebenturei, all loans ot this kmd are repayable at certain fixed dates, 
in tie case of Governments or Corporations whose issues are DODular 
tnt m\estor 3 , a fresh loan is usuaJlv rehed upon to replace one falling 

mto the net\ on favourable terras. But in the case of ordinal^- 

be made so that the funds nece-an- 

Suhe^deW P^jrchase of gilt-edged Stock Exchange secunties • 

be annual drawmgs of fixed amount. " m^re mm. 
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9 

1! 
4 • 

Remarks. 

j* 

i< 

4! 

t 

« 

1. 
9 • 

jr 

* * 

• 

4 

1 

i 

When 

Paid 

by bank. 

1 

/ 

4 

4 

i 

4 

1 

I 
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» i 

1 

1 ^ ^ 

S e 

1 ^ 1 

3 C 

2 

4 

^ A 

£ U 


Z 0 
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w i 

1 

X . 

: 

• 

•« 

• 

s a 0 

•4 

• 

5*a 

|a« 

j 

1 

• 

w • ! 

• 

w ® • 1 

^ sP ' 

S : 

A 

«% 

1 

eir <3 
" a 

X 

1 

1 

t 

( 

s 

w 

3-3 

1 • 

i 

• 

19 

Q 


1 ®. 


|i2 


Name of 
Payee. 


£ fc. 


25 0 

0 

Q® 




^il 

1 

4 

( 

1 
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{DebeTUure Interest Warrant) 

UPRICHARDS. LIMITED. 


A. N, Other, Esq,, 

Spencer House, 


532 Oxford Street, W. i. 

January i, 19 


32 


.0. 2 


Dear Sir or Madam, 

have the pleasure to hand you a warrant for the interest 
on jom debenture stock as under for the six months ended December 

^mpany *<> the projw officer for the receipt of taxes. This statement will 

InlMd Revenue as proof of payment of the tax in rlaiminj ; 
exemption from, or return of. Income Tax. ° 

G. W. Both, 

Secretary, 


WJ ■ _ 


;f353 


4% ist Debenture Stock at £2 per ^^loo 

Stock • . • . 

• • • 

4i% 2nd Debenture Stock at £2 « od 
per ^loo Stock . . . 

Total 

Less Income Tax at 9s. od. in the . 

Net Amount 


^3 



iPerfoTMtion,) 


No. 1243, 


UPRICHARDS. LIMITED, 

Warrant for Interest for Half- 

December 31, 19... 


32 


To National^ovincial Bank. Limited 

Princks Street. E.C. 

Phy A. N. Other. Esq. 


London, 

January i, 19... 


i^3 17 8. 


Three pounds, seventeen and eigjit pence. 

For and on behalf of 


Uprichards, Limited. 


Stamp 


SignatoiB of Payee. 

This wanant must be presented for 


G. W. Both, Secretary. 

A. Always. Asst Secretary. 

payment within six months horn date. 
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lllustyation {a). Sinking Fioid.-Solcil d'Or, Ltd., issue .100,000 of deben¬ 
tures redeemable in twentv years. It is decided to proGde the funds h-.r 
redemption by an annual investment in hrst-ciass securities of a sum which 
‘■it 3 o per annum compound interest will produce the amount required lor 
redemption. Tlie annual sum to be invested is the amount which annuallv 
invested at 3% compound interest will in twenty vears produce th^ caodal 
amount to be redeemed. From the Tables we hnd that the sum required to 
be in\ested at 3“^^ compound interest to produce in twenty vears is 
Multiplying this by 100,000, we obtain £3.720 as'the annual instalment to he 
invested at 3'V compound interest to produce /loo.ooo in twenty vears This 
amount will be appropriated from profits and credited to Redemption of 
Debentures Sinking Fund Account, and an equivalent amount of cash invested 
at the beginning of each year. All interest accrued will also be credited to the 
account and immediately invested. The Journal entry will be as follows:^ 


JOURNAL. 


Dr. 


Cr. 


19... I 

Dec. 31 ; Profit and Loss Account (Appropriation Section). Dr. 

To Redemption 01 Debentures Sinking Fund .Account 
Being the annual instalment required for the redemp¬ 
tion of the debentures as per the conditions of issue. 


i s. d . 

3.rio 0 o 


s. d. 


3 *r:o ,00 


11 


31 


Investment of Sinking Fund .Account . . Dr. 

To Cash. 

Being purchase of investment. 

{SoU .—In practice this purchase would be posted 
direct from the Cash Book—no Journal entrv beine 
made.) 


3.‘20 0 0 


3-r:o 0 0 


On initiation of the fund, the purchase of the investment ({3,720) 
will appear as a pa^mient on the credit side of the Cash Book, from 
which it will be posted direct to the debit of the Investment of Sinking 
Fund Account. When the second instalment of {3,720 becomes due, 
it will be added to the interest ({in 12s.) received on the first instal¬ 
ment for the first year, and {3,831 12s. will be invested; and so on 
from 3-ear to year throughout the twenty 3-ears. 

The annual appropriations from Profit and Loss .\ccount, and the 
annual interest received, will be posted to the credit of the Redemption 
of Debentures Sinking Fund .Account; the annual purchases of 
investments will be credited to Cash and debited to Investment of 
Sinking Fund Account. 

When the debentures mature for pa3-ment, the investments will be 
realised and the proceeds be credited to the Investment of Sinking 
Fund .Account; the debentures will be paid off and the Debentures 
Account debited with the pa3-ment; and the Sinking Fund will be 
transferred to general reserve, in which it becomes merged. 

The relative ledger accounts are simple and need not be illustrated. 

An illustration of the purchase of debentures in the open market 
has already been given on p. 395. It may, how-ever, be useful to extend 
the principles there illustrated to purchases of debenture stock. 

Illustration (b). Purchase in Open Market .—The Articles of Soleil d'Or, 
Ltd,, provide for the purchase of the company's 5 °o debenture stock in the 
open market at a price not exceeding ^102 per /too debenture stock. /So.ooo 
of the stock had been issued and fully paid up. During the year ig... the 
company purchased thirty debentures at 9S in the open market. A circular 
was sent to every debenture stock holder enclosing a tender form as illustrated 
on D. dOd. Ten debenture stock holders, holding an aggregate of forty 
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debentures, sent in tenders at 97J per debenture, and these were accepted 

M ^cha^ were completed on Januarj^ 5. 19... Ignore accrued interest 
The entnes are as follows:— 


Dr. 


5 % debenture stock. 


Cr. 


19-.. 

Jan- 5 


Si 


if 


ff 


5 


To Cash, £3,000 De¬ 
benture Stock at 

9 ® . 

„ Cash, £4 »ooo De¬ 
benture Stock at 
9 /J • 

„ Discount on Re¬ 
demption of De* 
benture Stock Ac¬ 
count 

„ Balance carried 
down 




s. 


d. 


2,940. o o 


3.900 


o o 



19... 
Dec. 31 


} 


By Balance 


I IsJd. 
80,000 0.0 








!l 

t I 

4 i 

i 

ii 


19 


9 

1 


£80,000 i o ' o 


Jan. 5 • By 


Balance 

down . 


brought; 


i : 

. t 

•! 

1 


73.000 0 0 


Dr. 


CASH BOOK. 


Cr 



£ 

s. 

d. 

19... 

1 

i 


1 


Jan. 5 

! 

( 

« 

j 

4 



»» 5 

> 

4 

1 



f 

« 

1 !! 1 

i 

j 


1 

4 

1 


By Cash, purchase of 
£3.000 Debenture 
Stock at 98 
„ Cash, purchase (by 
tender) of £4,000 
Debenture Stock 
at 97 * 




£ 

s. 


a.940 

1 

1 

1 

0 

! i' 
> 

3.900 

0 

1 i; 


1 


mbCOUNT ON REDEMPTION OF DEBENTURE STOCK 

~ ___ Cr. 



£ 

5 . 

d. 

19... 


1 

1 


Jan. 5 

1 


By 5% Debenture 


Stock Account 



£ 

s. 

1 

160 

i 

[ 

0 


Tdinary 


1C •—-- --- iicdL bucn proms as ordinarv revenue 

reduction of ifS a redemption represents a^italised 


necessary 


dempaoo ^ 

I HA Xl_ _ t » . 


wiU 


ni_ .-—icucciuci 

800 Debentures of ;^ioo each a ^ 

70 Debentnres of ^loo each redeemed to date 7.C 




£73.000 
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Sometimes the debentures are held by the Debenture Holders’ 
Truste^, and appear as an investment on the asset side of the Balance 
Sheet, in which case, of course, no deduction is made from the liability. 

TENDER. 

SOLEIL D’OR, LIMITED. 

5% First Mortgage Debenture Stock. 

Tender of Debenture Stock. 

To the Directors of * 

SoLEiL d’Or, Limited. 

532 Oxford Street, W. 

I . 

of . 

hereby tender £ . of the above stock registered in my name at £ . 

per ^100 of Debenture Stock, this price to include accrued interest; and if this 
offer, or any part thereof, be accepted, I hereby undertake to surrender correspond¬ 
ing certificates for the stock, and to execute any transfer of such stock as you 
may require. 

Yours truly. 

Signature . 

Address . 

Occupation. 


lllustraiion (c). Capital Redemption Policy .—Soleil d*Or, Ltd., issued 
;^5o,ooo of 5 % debentures, the whole of w'hich were subscribed and fully paid 
up. In order to provide for the redemption of the debentures, a Capital 
Redemption Policy was taken out securing the payment of jf50,ooo on the 
maturity date of the debentures. The annual premium on the policy was 
jt3.895. The entries are as follows;— 


19... 
Dec. 31 


JOURNAL. 


Profit and Loss (Appropriation Section) Dr. 

Xo -linking Fund for Redemption of Debentures 
Being the annual instalment on the fimd for the re¬ 
demption of the 5% Debentures as per condition of 
issue. 


Debenture Recemption Policy Account Dr. 

To Cash . • • 

Being the annual premium on Policy No. A37452 for 
the service of the above fund. 

—This amount would be posted direct from the 
Book in actual practice.) 


Dr. 


i *• 
3.895 o 


3.895 


Cr. 


3.895 


3.895 



The endowment policy method is probably a little more costly than 
the investment of the sinking fund in Stock Exchange securities. But 
it has the advantage of ensuring that the exact sum required will w 
forthcoming at the maturity date. The investment method can oidy 
be approximate, and should depreciation in the investments occur, the 
sum realised bv sale would be inadequate to discharge the debentures. 
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IllusiraUoH (i). Annual Drawings .—Soleil d'Or, Lt< 
»,ooo 5% debentures. By the terms of issue, the o 
Y debCTtnres of £100 at par, on December 31 of < 
wings. The company's profits for the first year were 4 
k place, and of the stock was duly paid off on 

The necessary entries are:— 

PROFIT AND LOSS ACCOUNT. 
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Cr. 


19... 

Dee. 3f To Reden^tkxi 



Dec* 3* By Balance brought 

down . 


£15*7871 olo 


19... 

3* By Balance broogfat 
down 


10,787 o 


109 

Db. 


CASH BOOK. 



109 

Cr. 


By Cash, Repayment 
of Bonds Nos. 12, 
7a. 89, 98, 108, 
112,128,14a, 172, 
etc., drawn tbs 
day . . . 



71 


Dr. 


REDEMPTION OF DEBENTURES ACCOUNT. 


7» 



Cr. 


*. d. 19... 

I>ec.3i By Profit and 

Aoooont 


£ 5. d. 

5,000 o o 



41 

Dr. 


5 % debentures account. 


41 



19... 
Jan. 5 


ToCasb . 
» Balance 

j_ 

down 


£ s . d.1 19... 

;*ooo o olDec.3t By Balance 


V 45.000 o o 
£50.000 o o 


, £ d. 

• V 50.000 o 0 


19... 
Jan. 5 


£50^00010 I o 

By Balance brought 

down . y/ 45,000 0 0 


f redeemed may 

a “ '^•““d by fresh bondT In 

Chamoe « ^ necessary. No fresh entry in the Rerister 

-pmg entries are simple, viz. a credit to cash and a dehit tn 
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Year 3 ———— 

Jan. I By Balance brought down. £ 479,$77 
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Year 4 ^ /J 5. d. Year 4 

Doc. 31 To Sinking Fund Account ..... o o April uH By Debenture Stock Account 
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Debentures Deposited to Secure Advances. —Not infrequently deben¬ 
tures are issued to a loan creditor, usually the company’s bankers, 
as security for the loan. The nominal value of the debentures deposited 
generally exceeds the amount of the loan by a margin of from xo°q 
to 15° 0- In the author’s experience, examination candidates frequently 
err when deahng wth an issue of this kind. The simple facts are these’: 
the hability of the company is the amount of the loan, and not the 
face value of the debentures. The debentures are not an ordinan,- issue 
for which cash has been subscribed; they are merely issued as additional 
security for the loan, and are a contingent liability only. If the company 
defaults, the loan creditor can exercise whatever powers the debenture 
confer upon him in order to protect himself, and he can, in the event 
of insoh'ency, claim a dindend on the deposited debentures pari passu 
^^•ith other debentures of the series until his loan is paid in full. A 
note should be made under the heading of the loan ledger account 
gi^ing particulars of the debentures issued as security. The only 
other record necessan’ is a note in the Balance Sheet as under:— 

BALANCE SHEET. 

^Liabilities Side.) 

Loan from Bankers ....... *10,000 

(Secured by the issue of £ii,ooo 5°o debentures.) 

If the loan is paid off, the debentures are not held to be redeemed. 
They are stiU available for issue, but may be left on deposit and used 
to cover future loans (see p. 314). 

Balance Sheet and Debentures. —The facts that the Balance Sheet 
should disclose regarding debentures are as follows:— 

(a) The amount originally issued, and the redemptions (if any) 
to date. 

[b) If issued at a premium, the way the premium has been dealt 
with, i.e. treated as a capital reser\'e, or as ordinary revenue. 

(t) If issued at a discount, the total amount of the discount, the 
amount written off to date, and the amount of the annual instalments. 

\d) \Miether redemption of the debentures is being pro\ided for, 
and, if so, how. 

(t) That the debentures have been issued as additional security: 
if such be the fact, the issue should be entered “ short ” under the 
liability secured. 

(f) \\'hether all accrued interest has been brought into account. 

(’c) The expenses of issue, so far as they have not been written 

off (Eighth Schedule, para. 3). 

If the company has power to re-issue debentures which have been 
redeemed, particulars with respect to the debentures which can be 
so re-issued must be included in ever\- Balance Sheet (Eighth Schedule, 

para, z [d]). 

Statutory Report. —Evert’ company limited by shares, and ever}’ 
company limited by guarantee and having a share capital, must, unless 
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it is a private company, hold a general meeting of its member.-,, iiut 
less than one month, or more than three months, from the date on 
which it is entitled to commence business ( 5 . 130). This meeting is 
called the Statutory Meeting. At least fourteen days before the meet- 
ing, a report, known as the Statutory Report, must be sent to every 
member of the company (S. 130 >'). The Report must be certified 
by not less than two directors of the company (S. 130 3'). If this 
meeting be not held, then, fourteen days after the date'on which it 
should have been held, any shareholder may apply to the Court to 
have the company wound up ( 5 . 222 [b'). But the Court mav direct 
that the meeting shall be held (S. 22s j]). A copy of the'Report 
must be filed with the Registrar (S. 130 -5;). The Statutory Meeting 
is not an ordinary general meeting within the meaning of S. 131, and, 
therefore, no Annual Return need be filed for this meeting. None of 
these pronsions apply to a Private Company (S. 130 [lo'). 

Statutory Report.—By S. 130 [3] the 'Report must furnish the 
lollowing information:— 

{a) The total number of shares allotted, distinguishing those 
allotted as fully, or partly, paid up othenvise than in cash, the e.vtent 
to which they are so paid up, and the consideration therefor. 

(b) The total amount of cash received by the company in respect 
of all the shares allotted, distinguished as in (a). 

(c) An abstract of the receipts of the Company and of the pay¬ 
ments made from those receipts up to a date ulthin seven da\-s of the 
date of the report, drstmguishing receipts from shares and debentures 
and those from other sources, the payments made thereout, and 
particulars of the balance remaining in hand. 

estimate of the preliminan' expenses. 

descriptions of the Directors, 
Auditors (if any), Managers (if any), and Secretaiw of the company 

to modify, together with particulars of the proposed modification 
m 42 a public company may not previously to the statutory 
meetmg v-an- the terms of a contract referred to in the Prospectus or 
statement m Lieu e.xcept subject to the approval of that mLtin- 

by the auditors (if any) (a) so far L it 
relates to the shares allotted by the company (i)'as to the ca-h 

futife^^Rn?^^"*^i^^'■" brief and formal, and frequently 

resolution n,“- beTasid noplT T- ™ 

accordance n-ith the Articles (S. 130 f?!)'. 

Ilhistration.—Soleil d'Or Ltd 

and >v.s „g.s,„e<i usa , 
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each. Ihe vendors received 10,000 shares as part payment of sundry assets 
purchased, and 40,000 shares were allotted to the pubUc. The shares were 
fully paid up, with the exception of calls amounting to /500 outstanding on 
three allotments. The preliminar\' expenses were estimated at m.ooo, '"The 
trading receipts and payments were iio.321 and £9,670 respectiveiv. £25,000 
had been paid to the vendors in accordance with the purchase asjreement. 
The bank balance was £11,971. The Statutory Report in proper form recording 
this position is given below. * * 


Number of Company, 365. 


THE COMPANIES ACT, 194S 


Report (Pursuant to Section 130 of The Companies 

Act, 194S) 

OF 


Limited. 



Coxparjes 
Registratica 
Fee SuEp 
of 5i. 
must be 

here. 


To be certified by not less than two Directors, and fonvarded at least 
fourteen davs before the Statutory Meetins^ to evert' Member of the 
Company, and to be dehvered to the Registrar of Companies for 
registration forthwith after it is so fortvarded—Section 130 of The 
Companies Act, 1948. 

XoU .—This form has been provided for the purpose of indicating the nature 
of the information that is required; but as the Report to be hied must be a copy 
of that sent to the Shareholders, all that is contained in that Report must appear 
in this. (This is not an official form. Blank forms cannot be obtained from 
the Registrar of Companies as is the case with official forms such as the Annual 
Return.) 

(a) The Total Number of Shares allotted is 50,000 Ordinary Sfiares 
of £1 each, of which 10,000 Shares are allotted * as fully paid up in 
consideration of part of ihe purchase price of sundry assets acquired by 
the company, and upon each of the remaining Shares the sum of £1 
has been paid in Cash, 

( 5 ) The Total Amount of Cash received by the Company in respect 
of the Shares allotted wholly for Cash is £39,500, and on the Shares 
allotted partly for Cash is £(?n’/). 

(c) The Receipts and Pajunents of the Company made thereout to 
the 10th dav of October, 19..., are as follo^^'3:— 


Particulars of Receipts. 

Particulars of Payments. 

C s. d. 

AmcurJ rec^ixid on 40,000 Ordi¬ 
nary Shares issued for Cash ' 0 c 

Tradins receipts . . . 0 0 

i 5 . 1*. 

Paymenis io Vendors in resped 
cf puroKas! of Land, Buildings, 
and Machiner^ . - e 0 

Preliminary Expenses J.rio 0 0 

Trading payments . 9.670 0 0 

Ba'ance ai Bank - ^1,971 0 

i49^Sci 0 0 

C49Aaj c- c 

• Here state as “ fully paid up or “ paid up oikerwise than in cash to the extent of. 

oer share.*' 
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The foUow'ing is an account (or estimate) of the Preliminary Expense of the 
Company. 
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against the vendor. If the promoter is liable for Preliminarv' Expenses, 
particular care is necessarx- that ail legitimate expenses are' charged to 
his account. To this end' it is useful to add an extra column in the 
Cash Book for the accommodation of these charges. If the company 
bears the cost of the formation or promotion expenses, it is legitimate 
to “ hold up ” the expenditure as a temporarx' asset to be written ott 
in instalments spread over from three to fix-e years. The preliminary 
expenses must be stated under a separate heading on the Balance 
Sheet, so far as they are not written off (Eighth Schedule, para. 3 'a). 
Any expenses of a share issue must be similarly stated (Eighth 
Schedule, para. 3 !>'_]. The position should be clearlx' shown in the 
Balance Sheet thus:— 

BALANXE SHEET. 

(.Assets Side.) 

Preliminan** Expenses Account . 

Less One-third ^^Titten on this vear . 



Inasmuch as the company could not hax-e been formed xvithout 
expenditure of this kind, it is reasonable to treat the outlay as tem- 
porarx' capital expenditure spread over a period of years. Legal 
sanction for this treatment is afiorded by the case of Bale v. CIela?id. 
Instalments xxritten oft preliminarx' expenses are not aUoxx'ed as a 
deduction for income ta.x, the Revenue authorities claiming that it is 
capital expenditure. Actual purchases, e.g. the seal, stationery, 
account books, etc., are, however, allowed. It is a groxving modem 
practice to contract xxrth a promoting sxmdicate for the formation of 
the companv, and the underwriting of its capital for an inclusix'e fee. 

Splitting Shares.—Limited companies, if so authorised by their 
Articles, have power to subdixnde. or ‘‘ split ” their shares into shares 
of smaller denomination than that fixed by the Memorandum of 
Association (S. 61, i 4 f). Not infrequently, prosperous coinpatiies, 
whose capital xvas originally issued in shares of large denomination, 
find the market for their shares hampered by that fact, and therefore 
take advantage of the poxver conferred by this section to alter their 
Memorandum, and so to split their shares, e.g. from £io to £i per share. 

Examination candidates appear to be at a loss xx'hen confronted by 
an operation of this kind. The process of splitting shares is both costlx 
and tiresome, but the financial entiy involved is of the simplest, viz. 
a transfer from the old capital account to the new capital account. 


Uprichards. Ltd., was registered with a nominal capital ol 
so 000 shares of s 10 each, of which 30,000 shares were subscribed and fully 
paid up. The company was verx' successiul, but found that the market for 
the shares was restricted owing to their high denomination. .A resolunon vas 
passed on December 31, IQ...I subdividing each Aio share into ten shares of 
ii each. The old certmcates were called in and exchanged for the new, and 
the necessarx- alterations were made in the Share Ledger. The only entry 
necessarv in the financial books is as follows 
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Cr. 


19... 

Dec. 31 Ordinary Shares f/io) Account . .Dr. 

To Ordinary Shares (/i) Account 
Being the conversion of the old ordinary share capital 
of ^0,000 sh a r es of /lo each, into new ordinar>’ 
shares of £1 each as per special resolution, dated 
December 31, 19... 


£ i s. ■ d. ■ 
300,000 0 0 


' 300,000 


EXAMINATION QUESTION, 

Collieo’ Companv, Ltd., had 
<>(^ary Share Capital, authorised and fully Subscribed, of /20o,ooo, in shares 

^ General Resen-e of ;ii50,ooo. During 19'^., the capital was 
increase by /too 000, m new shares of £i each; and the original shires werl 
converted into shares of £1 each. Resolutions were duly passed 
^iTO,ooo of the Reserve was distributed to the Ordinary Shareholders as bonus' 
Md w^ apphed m satisfaction of new shares issued to the shareholders at par’ 
Set out the Jou^ entries and the accounts in full recording the foregoing trans- 

“ ^^Pect thereof, which should appear^on the 
Balance Sheet of the company as on December 31, 19.... {CharUred Accountants.) 

Solution. 


14 


19... 
Dec. 31 


JOURNAL. 


Ordin^ Share (^piUl Account (£io shares). Dr 
To Ordinary Share Capital (£i shares) 

B^g transfer of the former account to the new i 
boare Capital {^i shares) Account. 


Reserve Account 
To Bonus Dividend Account 
Being Bonus declared from Res< 
dated. 


Dr. 


^_ 

Bonus Dividend Account tv 

rJo ^ Capital (Zi Shares) Account ' 

the fonner account in satisfacuon 
tion^^ ^ of £ t each allotted as per resolu- ( 


Dk. 

* 

. £ s. d. 

. 200,000 0 0 


» 100,000 ; 0 O 


100,000 o o 


Cr. 

£ i. d. 

200,000 0 0 


100,000 O 0 


100,000 ' o o 


Dr. 


Dec. 31 


LEDGER. 

Ordinary Share Capital (£10 Shares) Account. 


! S. d. 


To Ordinary Share! * j! " ! ', 

Capital f/i j. I I 

shares) Account i 14 200,000 0 0 


19 .. 

Dec. 31 By Balance 


Cr. 


{ 5. d. 

200,000 o o 


Dr. 


Ordinary Share Capit.^l {£i Shares) Account. 


1 ! 

Is. d. 

!i t 
( 

] j 

! 

1 • 

y 

i 

4 

1 

i 

1 

1 

i 

, : 

i 

! 

1 

' 1 

4 

1 1 

1 1 

f 


19 ■■ i ; 1 

3* : By Ordinary Share 
Capital (£io = 
shares) Account 
»» 3 * ' »» Bonus Dividend 

Account ! 


_ Cr^ 

« 

i [ s : j . 

t • 

t 

.:oo,ooo o 0 

J 

100,000 o o 
£300,000 0 0 
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Dr, 


LEDGER— co7iiinutd 
Reser\'e Account. 


Cr. 


• J. r 5 . d. 

Dec. 31 To Bonua Dmdend 

Account . I4 100,000 0 0 

,, 3 ^ ». Balance carried 

50,000 0 0 

19 - r s j 

Dec. 31 By Balance . , 150,000 0 0 

ii5o,ooo 0 0 

*'150.000 0 0 

4 

i 

1 

19 .. 

Dec. 31 By Balance brought • 

• • %' 50,000 0 0 

7 Bonus Dividend .\ccount. -7 

Dr. ' 

Ca. 

J. i 5, 

Dec. 31 To Ordinary Share 

Capital* (iT 

shares) Account 14 100,000 0 0 

i J- ^ 

Dec. 31 By Reserve Account 14 loo'ooo 0 0 


North and South Collier^’ Company, Ltd. 

BALAN'CE SHEET, DECEMBER 31. 

! Liabilities Side Only.) 


19 


CapitaJ :— 

Aomino/: 300,000 Ordinar>* Shares of m each 

Issu^ : 500,000 Ordinan- Shares of /i each, fuUv paid 
Resers'e Account . . . 


i s. a. 
300,000 o 0 


s. d. 


300,000 0 0 
50,000 0 o 


Conversion of Shares into Stock.—The characteristics of stock, and 
the reasons for the conversion of shares into stock, were explained on 
pp. 306-307. “ Notice must be ^ven to the registrar within one month 

of the change (S. 62 ■ 6 ). Certificates made out after the change will, 
of course, describe the holdings in question as stock. The company 
may, if it wishes, call in the old share certificates to be exchanged for 
stock certificates, but no ver\’ useful purpose is ser\'ed, and in practice 
this is hardlv ever done: the old share certificate will ordinarilv be 
taken as evidence of ownership of the corresponding amount of stock, 
and stock exchanges will recognise it as such. On the other hand, in 
the (ver\' much rarer) event of the compan}* converting its stock back 
into numbered shares, it would become necessarv’ to call in all the stock 
certificates for exchange, since no numbers would appear on them, and 
if new' certificates were not issued difficulties as to title might arise. 
As has already been stated, commercial companies usually restrict 
transfers of stock to a round sum, or A, etc., but Government 
stocks can usually be transferred in fractional amounts, e.g. £101 19s. 6d, 
Companies are under no obligation to convert the w'hole of their 
fullv paid shares into stock. They ma}* convert a portion only, the 
remainder being left as originally issued. 

Illnstratioi. —L'pnchards. Ltd., decided to convert their Preference 
Share Capital of /’oo.ooo into 3*^0 stock of similar amount. The resolution 
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authorising this was passed on July 2, lo..., and due notice was sent to th* 
Registrar. The old certiheates were called in, new stock certiikates wert 
issued, and the necessarv alterations were made in the Share Ledi^er. Tht 
only entn* required in the financial books is as follows:— 


8 


JOURXAL. 


Dr. 


C« 


19 .. 
July 2 


S^c Preference Share Capital Acccunt . . Dr. 

To Preference Stock .\ccc.Lj;t 
Being the conversion of 2CO.cco Preference 
Shares of each into Preference Stock as per 
special resoijticn passed this dav. 


{ i- d. 
0 0 


J. d. 


iOC .C .O C 0 


.Mtematively, some accountants would simplv alter tl;e licading oi 
the old account. 

Interest Paid Out of Capital. —A limited company must pav interest 

to its creditors, e.g. on debentures, loans, etc., whether or not there 

are profits available. If profits are not available, the interest must 

be paid out of capital. It may not pay dividends out of capital, since 

that would amount to a return of capital, which is illegal, e.xcept as 

laid down by Statute. But in certain circumstances, a company mav 

pat interest to its shareholders out of capital. Companies formed for 

the purpose of constructing works, or providing plant, wliich, during 

the long period of construction, will be unproductive of revenue, mav 

pay interest on the paid-up capital raised for that purpose, and mav 

capitaJise that interest as part of the cost of construction, subject to 
the followmg conditions:— 

(1) Such patTnents must be authorised bv the .Articles or bv 

special resolution. ' ’ ^ 

(2) They must also be authorised by the Board of Trade. 

(3) The Board of Trade mav hold an enquirv at the companv's 

expense pnor to giving its assent, and mav require securitv for the 
costs of the enquiry. ' - 

Kv Pyymerits may be made only for the period determined 

the Board, and may m no case extend bevond the close of the 

^ half-year during which the works were 

actually completed or the plant provided. 

interest must in no case exceed 4% per annum 

in Sirncil^^^ ^ prescribed from time to time by Order 

ih interest shall not operate as a reduction of 

the ^ount paid up on the shares in respect of which it is pa'T 

whirh company must show the share capital on 

the penod to which the accounts relate (Eighth Schedule para 2 5 y 

K. Student tviU realise that the principle of allowin- interest to 

Cap?Sl raendb perfectlv reasonable 

aS-r,i f ^ P^"°d must perforce involve the 

bv^n^n? T “ additional cost. If the work were undertaken 
independent contractor he would, of course, take interest into 
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account when preparing the estimates on which to base his tender. 
The final cost of construction work is made up of the cost of machinery, 
materials, labour, super\'ision, and estabhshment charges, plus interest 
on the capital employed, which, but for its employment in that way, 
would be invested in good securities, paying a reasonable rate of interest! 

The allocation of the interest paid as between the various assets 
created needs careful consideration, and should be based as far as possible 
on the actual capital employed in constructing each particular asset. 

Interest on sums paid in advance of calls can also be paid out of 
capital if no profits are available. 

Balancing the Share Register.—Prior to the pa^mient of a dividend, 
it is necessar}' to balcmce the Share Register. This is an important 
operation in the case of a large company whose shares are freely dealt 
in. The holdings entered on the lists as entitled to di\fidends must, 
of course, tally with the total issued capital of the company. The 


TRANSFER POSTINGS JOURN.\L. 


A« — 


Transferees. 

1, 

ii 


Transferors. 


^b^^es 

Trans¬ 

ferred. 


Registers, 

« 

1 * 

1 

s' 


Registers, 



I 

234 

!' 

I 

I 2 1 

1 

3 

1 

1 

4 

JOO 


100 



• i 

100 ; 




75 



t 1 

« 1 

1 

1 1 

1 

75 

30 

50 




1 

i 

1 50 

1 

1 

Z2^ 

50 

100 75 

• 


i ( 150 1 

75 




4 


' 1 ! 



Share Ledgers having been closed (see p. 322) the first step is to check 
all transfers and to take out a “ trial bailance.” Only the “ folio ” and 
“ balance ” of shares held by each member are extracted, and the 
sum of these balances must agree with the total of the share capital 
held. When se\'eral Registers are employed, it is usual to adapt the 
self-balancing principle to the Share Registers. For this purpose a 
Transfer Postings Journal is employed, as sho^vn above. 

This book functions as a tabular journal, forming part of a system of 
self-balancing books, and can be conveniently kept on the “ loose- 
leaf ” principle. 

T'prichards, Ltd,, has an issued capital of 200,000 Ordinan' 
Shares of /i each. Four registers are kept containing particulars of holdings 
as under:— 



Sbarcs. 

No. I Register 

56,000 

No. 2 Register 

44,000 

No. 3 Register 

85,000 

No. 4 Register 

15,000 


200,000 


The above totals give us the starting-point for the Adjustment Account, 
vhich v.ill be completed by adding or subtracting the totals shown in the 
Transfer Postings Journal as foUows:— 
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4- 


RcATi^iTri. 


4 ' *> 


No. I. 


Balances 

Aid Transieree’s Postings 
Deduct Transferor’s Postinzs 


6,000 

^0 


5^.050 


\V» 1 

4-t.^CO 

ICO 

4 


N'-. *v 


^ c r 


, ^ 


I ^ 




I - 




^6.o«o 




♦ * i ^ K 

k y ^ ' 


I do:* 


z • y .' ^ 


T-^! extracted from the four registers h.r th- purp..>,,- ..i 

the list of holdings entitled to dividend on the date when t';.. re ,t, r' - , T 
closed should agree with the Adjustment Account as prepare-.i'aU .-e,.." p 
the\ fail to agree, it will be seen in which register the error is iGcate i. 

Incre^e of Capital.— The nominal capital of a company as 
bv Its Memorandum cannot be increased ex'cept under the power 

then only if the Articles sanction an increase. 
If the Articlea_ do not authonse an increase, they must be altered In' 

abh, take power to increase the registered capital, and freniientlv 
require a special resolution to exercise it. but, if the Articles so provith'- 
^ or^ar>- r^olution will suffice. The matter cannot be lef to th/ 
ffiscretion of the directors, since S. 6i : 2 : provides that the ,ow!‘r 
must be e.\ercised by the company in general meeting. Increases ,',f 
aS frequent, and are usually made for^he purpose of 

businesses, or to provide additional working capital for development 

2?h T-r Ca.h Books shSTd b^'oSS for 

increase Tt k included in tlu- 

VeS'Ote tiw? “ '""Porary -Xoov Ordinars- oh ro 

.wVSd ted APPli«<io". Allotmom, and ( all 

Account as foUows:- ' transfer to the onginal ^hare Capital 

(ISSOO 0, .oSorSfoSSIv" 


.19- ' 

'^Pt- 5 To Transfer toOrdin- 

an* Share Capi¬ 
tal Account 


P.L 


5. d. 


56 100,CCO 0 0 


{100,000 0 


10 




July I 

By ApphciiDori ,^-.1 


i 


.•Mlotn ent 




count 



Aug. I 

First Call Ac¬ 


C. ‘m". 

Sept. I 

count 



Final Call .\c- 


: t. 


ccunt 

V 

-5iC-:o 


C R. 


2 . 




{.ICO.COC 0 0 


o 
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ORDINARY SHARE CAPITAL ACCOUNT. 




10 .. 

T..’.. . 
I • 1 


Bv Bai^rce . 

Traniter from 
Ordinari- 
Share Caritai 

AcccuLnt. * . 


CiL 


i s. j, 
150,000 0 0 


PX, 

Sr 


I'OO.COO 0 0 


• 050,000 c o 


The various expenses connected with an increase of capital should 
he posted to an account headed " Xew Issue Expenses Account," and 
may, if so desired, be written off within a reasonable term, as was 
explained in connection with preliminar\' expenses. The balance of 
this account must appear under a separate heading on the Balance 
Sheet until w'ritten off iEighth Schedule, para. 3). 


Reduction of Capital.—It becomes adtdsable in certain circum¬ 
stances to reduce the capital of a limited company. Trading losses 
may have been incurred, with the consequence that a hea\w balance 
stands to the debit of Front and Loss Account, and the declaration of 
dividends on the existing capital is made improbable, even should the 
tide of fortune begin to turn. Depreciation of assets may have occurred 
which render their book vadues untenable. In such, and similar, events, 
it is obvious that the company has become over-capitalised, and should 
adjust its capital to the altered circumstances, in order to attain some 
reasonable relation between its capital and assets, and so to readjust 
matters that dividends may be paid and the market value of its shares 
be re-established. We have already seen that supreme importance is 
attached by the Ledslature to the obligation of a company to keep its 
capital intact. In the circumstances described above a private trader 
would meet the case bv transfers to the debit of his Capital Account. 
But a limited company has no such power, and can reduce its capital 
only in statutory manner. Section 66 proddes for a reduction of 
capital in anv wav. and in panicular:— 


i-.i) Bv extincaishine or reducing: the liability on anv of its shares 
not paid up. 

if) Bv cancelling paid-up capital w'hich has been lost or is un¬ 
represented by available assets. 

if) Bv returning to its shareholders capital proved to be in excess 
of the company’s w*ant5. 


The nnijoritv of Articles give power to reduce capital in the three 
wavs specihed above. If Articles do not so empower, they rnust be 
altered bv special resolution, so as to confer the power. To effect the 
redu-xi'''n a special resolution m.ust be passed, and this must be con- 
firmud bv the Court. Reductions of capital for reasons other than those 
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given in (b) above are so rare that thev need not be considered 
here. 

The order of the Court when issued, together with a minute appro\'ed 
b\ the Court shoeing the capital as altered, viz., the amount, numl)er 
of shares into which it is to be divided, the amount of each share, and 
the amount now deemed to be paid up thereon, must be filed with the 
Registrar and published as the Court may direct, and a copy must be 
added to every copy of the Memorandum and Articles, the Court 
nia\ order that the word^ and reduced must be added to the name 
of the company, for so long as the Court directs. 

L nder a scheme of reduction the existing shares can be reduced in 

past or present, 

shall not be liable, m respect of any share, to anv call or contribution 
exceeding m ainount the difference, if any, between the amount of the 
share as fixed by the minute approved bv the Court and the amount 
paid, or the reduced amount, if any, which is deemed to have been 

conh.nrti?" be read in 

conjunction \nth S. 22 which provides that no member shall be bound 

b\ an> alteration made in the memorandum or articles which in an\- 

waj increases his liability to contnbute to the share capital unle'^s he 

a^ees m ^Titmg to be bound thereby.) If, therefore a conipanv 

funds. It must do so by a fresh issue which would, in these circum 

XsTn^alFT^? Preference Shares, or Debentures 

rouM be^ wJd' ^ consisting of the old shareholders 

could be fomed, \nth readjusted capital rights to ourcha^e th^ 
property of the old company (S. 2S7). ’ ^ 

be called in to be cancelled or 
ne.- Siiuons *>' 1° ■'ecord'the 

recording capital reductions in book-keepino terms 
mat be demonstrated by the foUoaing simple illustration o 

of ref "re repifal Of .00,000 

reduction as follows' To TOte o 5 pdecided to utilise the 

Machinervand PlL? Account s /fooo .'nH 

Profit and Loss Account, £ 20 ,ooo 7 .\t the debit balance of 

Balance Sheet of the Company was as follows ° ^ proposed reduction, the 

Blanks, Ltd. 


BALA^XE SHEET, DECEMBER 


31. 19... 


Is^ed Capital: loo.ooo shares 
of £i each, ftilijr paid 

UDdry Creditors 


100.000 

40,200 


£140,200 


I I 

i j. ! i. 

i 

0 Q 
0 0 


Goodwil] 

f 

Machineiy and Plant 

20.000 

Sundry Assets 

Cash . . ' ■ 

jO.CCO 

69 ,bcc- 

Pro6t and Loss Account 

400 

20,000 


lUc.oco 
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The decisions arrived at as stated above may be 
Journal entiy’-:— 

JOURNAL. 


expressed by the following 


Dr, 


Cb. 


— - - I 

Dec. 31 \ Share Capital Account 

To Reduction of Capital Account 
Being the reduction of 100,000 shares 
shares of 10s. each. 


RedoctioD of Capital Acxount 
To Sundry Assets :— 
Goodwill , 

Machinery and Plant . 
Profit and Loss Account 
Being the eliminatioa or red 
accounts. 


. . Dr. 

of £t each to 

. . Dr. 


£ 

^oiooo 


50,000 


j 50,000 o 


20,000 o 
10,000 I o 
20.000 I 0 


10 


REDUCTION OF CAPITAL ACCOUNT. 


Dr. 

19 -- 

1 

Dec. 31 To Sundry Assets 

% 

♦ 

Goodwill 

20,000 

Machinery 

and 

Plant 

' 10,000 

Profit and 

Loss 

Account 

j 20,000 

% 

1 

j '^50.000 


s.\d. 19... 

Dec 31 By Share Capital 
o o Account . 


10 


Cr. 



The remaining ledger accounts need not be illustrated. The readjusted 
Balance Sheet of the Company would appear as foDows:— 


Blanks. Ltd. (and Reduced).* 

B.\LANCE SHEET, DECEMBER 31. 19... 



If this Balance Sheet were to be laid before a General Meeting, the 
basis of valuation of the Fixed Assets would have to be shown, e.g. " at 
cost, less depreciation and amounts written off by order of Court.” 

The above illustration shows the basic principles on which reduction 
of Capital book-keeping entries are foimded. Further details may now 

be introduced. 

lllustralion.—Riyon d'Or, Ltd., n-as registered with a nominal capital of 
/iso.ooo, divided into 50.000 5% Cumulative Preference Shares. 1^,000 7 k 
Xon-Cumulative Second Preference Shares, and 100,000 Ordinary Shares, all 
of (i each, .^fter several successful years, the company encountered three 
yeais of bad trade. On December 31, 19 ... the Balance Sheet of the company 

was as sh own on p. 425. ____ 

• The words " and Reduced ” need be added only where the Court so directs. 




















Rayon d’Or, Ltd. 
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Tbe 5% First Preference shareholders declined to agree to anv reduction 
of their shares on the ground ^at they held preferential rights'both as to 
dividend (cumulative) and capital. The necessarv meetings of the Second 
Preference and Ordinary' shareholders were called, and a special resolution was 

passed on Januaiy- 15, 19..., and embodied in an order of the Court dated 
March 10, 19..., as follows:— 

Resolved that the capital of Rayon d'Or. Ltd., be reduced as follows: 
The 80,000 7% Non-Cumulative Preference Shares of /i each to be reduced 
to 80,000 shares of 155, each fully paid, and the 80,0^ Ordinar>' Shares of 
ii each to be reduced to So.ooo shares of 55. each fully paid, and that such 
reductions shall be effected by writing off capital which has been lost or is no 
longer represented by available assets. 


By this scheme £So,ooo was made available for writing off losses and 
depreciated assets, viz .:— 

£ 

Reduction of Non-Cumulative Preference Shares . . . 20,000 

Reduction of Ordinarj’ Shares ....... 60,000 


£80,000 

It was decided to utilise this sum as follows:— 

(а) To write off Patents Account ..... 

(б) To write off Debenture Issue Expenses Account 
(c) To write off the debit balance of Profit and Loss .Account 
(rf) To write £11,782 off the Stock ..... 

(f) To write £14,726 off Machineiy* and Plant 


£80,000 


£ 

3,000 

2,780 

20,712 

11,782 

14.726 


It was also decided to transfer the Reser\’e Account to the credit of 
Machinery* and Plant Account in order further to reduce the book value of that 
asset. 

The entries required for this scheme of reduction are as follows:— 


46 


JOURNAL. 


Dr. 


Cr. 


X 9 -.. 
Mar. 10 


,, 


»• 


,1 


10 


xo 


7% 2nd Preference Share Capital Aocoont . Dr. 

To Reduction of Capital Account 
Being 55. per share on 80,000 shares of £i each 
written off as per order of the Court, dated this 
day. 

Ordinary Share Capital Account . Dr. 

To R^uction of Capital Account 
B^g 155. per share on 80,000 shares of £i each 
written off as per order of the Court, dated this 
dav. 


Reduction of Capital Account Dr. 

To Sundries:— 

Patents Account 

Debenture Issue Expenses Account 
Profit Loss Acoount 

Stock. 

Machinery and Plant . 

Being allocation of the amount available for the 
reduction of assets and losses under the above 
order. 


xo j Reserve .\ccount 

\ To Machinery and Plant Account 
ig transfer of the former account. 


Dr. 




3 

27 


5 

27 


15 

23 

25 

19 

>7 


II 

17 


;i 


1 - 


C \ s.\d.i i 


I I 


20,000 : O { O 

i I ' 20,000 


s. d. 


^ 0*0 


60,000 ‘00: 


* 

’\ 


27 !' 80,000 


o i o 


j I 


3,000 


i! 


1 


60,000 


30,000 

2,780 

20,712 

11,782 

14.726 


I 

t 

\ 0 
; 0 
• 0 
0 
0 

f 


i ^ 

I ^ 
0 
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Vr. 


LEDGER. 

5% Cumulative ist Preference Share Capital Account 


Ch. 
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LEDGER— wnHniui . 


^3 


Leasehold Factory. 


Ds. 


19... 
Dec. 31 


*3 


Qu 


To Balance 



£ 

s* 

L 


V 

100,896 

0 

0 



H 



15 


Patents Account. 


Db. 


>5 


Cl. 


19... 

1 

■ 

! £ 

1 

s. 

G 

19.*. 


D 

■■ 


i. 

Dec. 31 

To Ralaiw . ! 


30,000 

0 

y 

Mar. 10 

By Rednctko of 





1 


1 


Coital Aocoont 

46 

atvooo 

0 

□ 


I 

1 

1 

1 

1 

■ 

£30,000 

B 

B 




£ 3 *WW> 

Q 

0 


17 


Dr. 


Machinery and Plant. 


^7 


Cl. 


19... 



1 

£ 

$• 

1 

19... 


J. 

i 


A 

Dec. 31 

To Balanf.. 

• 

1 ^ 

52,785 

0 

y 

Mv. 10 

By Rednctko of 







1 




Capital Accomt 

48 

14.726 

0 

□ 




1 

1 

# 



M 10 

„ Reserve Account. 

46 

XJOOQ 


n 


1 






» 10 

„ Balance carried 










1 


down 

V 


0 

□ 





BIS 

Q 

0 

1 



-20 

0 


19... 
Mar. 101 

To Balaooe 

brou^t 



1 

1 

1 

1 

1 






down 

• • 

V 

35,059 

I 

1 




1 




19 


Ds. 


19--. 

Dec.3X 


19.. 

Mar. 10 


To Balance 


Stock. 


*9 


Cl. 


To Halanee bcOQ^t 
down 


I 

38,898 


£38.898 


A 

0 


0 




*7.118 


Mar. 10 
10 


It 



21 


Sundry Debtors. 


21 

Ck. 
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LEDGER^— continued. 


23 

Dr. 


Debenture Issue Expenses Account. 


19 .. 
Dec. 31 

To Balance 

1 

1 

4 

V 

£ 

2,780 0 i 0 

i ' 

1 


i 

f 

1 

1 

1 

, £2,780 0 0 

1 i \ 


Mar. 10 


23 


Cr. 


J- i s. d. 

By Reduction of 

Capital .Account 46 2,"So 0 o 


I 


i'a.^So o o 


25 


Profit .\nd Loss Account. 


Dr. 


25 


Cr. 


19... 
Dec. 31 


To Balance 


1 

>1 

^ 

1 20,712'0 

t 

1 

\d. 

19,.. , 

t 

% 

io 

r 

r 

f 

Mar. 10 1 

t 

s 

J 


£20,712! 0 

1 0 

1 


( 

1 

1 


I j ^ s d 

Reduction of ' ^ ‘ 

Capital Account 46' 20,712 0 0 

$ 

! 120,712 0 0 


Reduction of Capital Account 



27 


To Sundry Asset Ac 
counts 


J. 

£ 

1 

i i 

s. d. 

i 

1 

46 

1 

80,000 

0 

0 

I 

1 

1 f 

\ 1 

£80,0001 

1 1 

( 

4 

1 

7-7 

‘ 'i 

1 

[ 

\ 

' 


Cr. 



5. d 


I» 


10 < 


i 

By 2nd Preference i 
Share Capital} 

Account . . 46 

„ Ordinary Share j 

Capital .Account 46 60,000,0) o 


20,000 0 o 


180,000 0 0 


29 

Djl 


4J?4 Debentures. 


29 








£ 

s.]d. 

4 



1 

1 


Cr, 


19... 

31 I By Balance 


i ■ i. d, 
20,000 0 0 


Dr. 


CASH BOOK. 


72 


19.. 

tec, 31 


To Balance 


Cr, 


i |2.!d. 

2.784I0 O 


I I 


s. d. 


Not^.~•eoz Balance Sheet after reduction. p. 430. ' 

isdoses the det^^ of^^e ^edu^dorf such a reduction sometimes 

■e Eighth Schedule, especjy 4^<S“comp^tive 
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\ 

\ 


v 

\ 




l<» U.iliim slu’d oil |i. t 











19... 

tec. 3 



31 ’ By Balance 


Dec. 31 By Balance brou^t 
f down 


/ l‘ ^ 

V ‘ 120,000 0 10 


; ii20,ooo: 0 o 


V 60,000 ’- 0 O 
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no creditor of the company objected, and the Court confirmed the reduction oi 
capital. The entries necessary are as follows:— 


JOURNAL. 


12 


Dr. 


Cr. 



CASH BOOK. 


Dr. 


Cr. 



19... 
Dec. 31 


By Cash. Sundry 
Sbazeholdeis, 55. 
per share on 
100,000 shares . 



25 »ooo 


Dr. 


LEDGER. 

Share Capital Account, 


Cr. 


Dec. 31 To Sundry Share* 

holders . . 12 

M 31 It Balance carried 

down , y 



Dw. 31 By Balance 


£ s. 

100,000 0 


£100,0001 o 


19... 

31 By Balance brought 
down 



75 >ooo 0 o 



Dec. 3t To Cash 


Share 

Account 


*5.000 00 


EXAMINATION QUESTIONS. 

payable 

appUcatdon and thT b^ce on Tb/wh on 

above. (Nation^nim Teac^s.) Journal entries to record the 

^dermentioned 

I 9 "'* 100,000 Ordinary /i shares at a t^Am' ^ Utd., issued, on June 30, 

application, 'The shares applied for were pavabl^as to to sh^e, payable on 

tt. Mblic. «?!?!■' *“ “i- “bscriKy 

{London Chamber Corntnerul ^ i5. 19... 
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3- Laurent Cane, Ltd-, a ne^vlv formed Co 

Sharpe r\i *T 



pany, issued Orcunarv 

so 

'O 


Briefly desenbe the procedure necessary- in order to carr\' out the issue ani 

ilotment oi these snares, and give nihn^s of anv soeciai bc-oks or pa^er- v'u 
would recommend. ’ ' r * , - 



paid for in full on Januar>* lo. ss.ooc Ordiiiar\' Shares were allotted on lanuarv 


If, 55. being paid on application and aiiotment. A hnal call was made on 
^^arch 5, when ail amounts vrere paid excent the nnal call on ico shares. On 


March 25, -7.000 was raised by the issue of f -^. Debenrjres, the cost 0: the same. 



Show Cash and Ledger accounts and Journal entries to record the above 
transactions and the Balance Sheet of the Company as at Aprd 30, lo.... 



were applied for. and the deposits thereon received. On April 6 foUo'.vinc. 
applications for Soo.ooo shares were accepted in full, while applicants for the 


remaining 4C0.CC0 shares were aliened half the number they had respectively 
apulied for. The balance due on allotment was in each case received on the 

* A 

foliov%-in^ dav. and the hnal instalment was received on Mav 6, 10... You are 
asked to show the record of the above transactions in the Comnaav’s Cash Book 
and Journal and in the following accounts in the Ledger: -.u' Applications 
Account; (f. Allotment Account: >• Call Account: ■/ Share Capital Account. 
[Chartc'izd Iy.s:it:ite S':y-:ar:zs.' 

6. The Mosside Pumpm? Company, Ltd., was registered in 10... ^vith a 
Xominal Capital 0: ^00.000 shares of Ci each. Burins: the same rear 250.00c of 
these shares were issued and fullv nail uo. 

V * A 

The baiance of the Share Capital was ohered to the public in ip... at a premium 
of 5.'. per share. 0: these shares 200,000 were applied for and duly allotted, 
pavable as to 7;. 6.f. per share on applicaticn including the premium- and cs. 6i. 
per share one month after allotment. No farther call was made during the 
vear. The expenses of the second issue amounted to of which amount 

h500 was written on during the year. 

Show how the above transactions would appear in the Company’s Balance 
Sheet as on December 31 last. [Ckuyter-d Ac:?:iKtj:nts.) 



extent of 10.000 shares. Maae the necessary Cash Book and Journal entnes, the 
whole of the monev ha^■ing been duiy received by the Company. ^Ckut^zTzd 

8. Journalise the following transactions of a limited company. 

The companv was registered on Tanuar.- i. 10.... with a Nominal Capital 0: 
/ico.coo dnided into 120.000 shares of each, of which 40,000 werepsuev^^as 
fulir paid to the vendor as part purchase consi-derarion, 40.000 onered^ lor 
subscription to provide working capital, payable as to fs. per snare on application, 
5s. per share on ailotment. and the remainder in two calls or 5s. each; 40,000 
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shares to be held in reserve for future issue. The vendor also received ■^''lo.ooo 
in Debentures, being the balance of the purchase consideration. [Chartered 
Accoiintarits.) 

g. A limited company, with a Nominal Capital of /30,ooo in 50.000 Ordinart' 
shares of /r each, was formed to acquire an existing business. Shares to the 
value of £10,000 were issued to the vendors as fully paid, and 20,000 shares were 
subscribed for by the public. During the first vear 155. per share was called up, 
being 5s. per share on application, 5s. per share on allotment, 2s. per share 
first call, and 25 . 6 d. per share second call. At the end of the first vear there had 
been paid up on the shares subscribed for by the public: on 15,000 shares the 
full amount called; on 3,000 shares 12s. 6i. per share; on 1,509 shares 10s. per 
share; on 500 shares 5s. per share. 

Aou are required to give the entries necessar}' to record the Capital trans¬ 
actions in the books of the company, taking into consideration the fact that all 
shares upon which less than 105. per share had been paid were forfeited by 
resolution of the Directors. You are also required to show how the Capital 
would appear in the Balance Sheet of the company at the end of the first year 
[Chartered Institute Secretaries.) 

10. The Denton Mining Company, Ltd., was registered on January i, 19..., 
^ith a Nominal Capital of £i5t>,ooo, to acquire the Daluth Tin mining claim from 
Prospectors, Ltd. The purchase price of the claim was asjreed at /50,ooo 
payable as follows; Cash, £io,ooo; Ordinary Shares, 430,000 • Debentures' 

4 10 , 000 . 

The Compan\ offered 100,000 Ordinary Shares of Ii each for public subscrip¬ 
tion on January 3 19..., at a premium of 5s. per share, pavabie as to 75. 6i. per 

1the premium of 5s.) on application, 55. per share on allotment 
and the balance on February 15. 

On January 10 the Directors went to allotment upon applications for S5.6S0 

shares, all of which were allotted, and the allotment moneys duly paid on or 

before Febmart' i, 19... The final call was also duly paid with the exception of 

the amount due upon a holding of 500 shares. The agreement with Prospectors 
Ltd., was earned out on Januart* 25. 

Gi\e the necessary entnes to record these transactions, and show how they 
would appear m the Company's Balance Sheet. (Chartered Institute Secretailes.) 

QK Supplies Company, Ltd., made an issue of 50 000 Ordinary 

appljcation, 4^. btf imcluding the premium) on allotment, and is on first call 
due three months alter aUotment, and the balance as required ’ 

apphcations had been received lor 60,000 shares. ^ ^ appeared that 

On -March 31 the Directors met and allotted shares as follows- aDolicants 

5 ,o^qe: b^i'nlreSr-e^d on'^pril 

ApiM ik'^° ^ amounts due on appheation and allotment were received by 

shoBld tha transaetto, “S'daSt ™h “n5he°Kks°l,AbTcomMav " 


uiaue, ana aii amounts were paid exceo 

- ho owned lo shares. These shares wpr#^ ^ - ■ • ■ 

for cash. Show the General Ledcrf-r Arrn and at 49 per share 

are recorded and the balances thereof as thev\vn?]7^^^^ transacUons 

of the Company. ^ ould appear in the Balance Sheet 
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per sr.2.re. 

Describe the usual course of orocedure in forfeiting shares, and make th* 
entries m the bocks of the company necessary to show the full ef ect of the ah : '. e 
transaction. \Chariciid Accr.ir/.ar.is.^ 


15. Sorrell k Son, Ltd., was rec-stered as a limited liabiiity company on 
October I, 10..., with an Authorised Capital of -500.000. The company went to 
allotment on Xoyembcr i, 19..., when 200,000 Ordinar}' Snares at *i each were 
allotted at a premium of is. 6i. per share, payable 2s. 6i. on application, 55. 

1 including premium' on allotment, and the balance on May i next. All the 
allotment and call money was paid when due except in the case of one shareholder, 
who failed to pay the hnal call on 200 shares held by him. His shares were 
forfeited on June i. 19... Show the necessan* entries in the bc-oks of the company 
to record these transactions. 

16. The Directors of a limited company forfeited 1,000 Ordinan* Shares of 
-A each owing to non-paAmient of the hnal call of 105. per share. The shares 
were subsequently re-issued to another shareholder for a cash payment of 22s. 6i. 
per sliare. 

1 Are these proceedings ihifra r:>'S ? 

2 \\'hat steps should you take to enable you to arriye at a decision ? 

\y How should the transactions be dealt’with in the Balance Sheet which 
you are asked to certify ? {Charter'd .-icccGoifaniS.i 

17. On Februarw- ii, 10..., the Directors of a limited company resolyed that 
60 shares cf ^ i each' issued'to Howard Jones, should be forfeited for non-payment 
of the amounts payable on allotment and hrst call, yiz. 7,^ 6_i. and 5s. respectively; 
the deposit on application, is. 6i., had been paid. No lurther call was made. 
On March 25. 10..., they resolved that the said shares be issued to Robert Elmsley 
on na\'ment bv him of Vqo- Make the necessan.- entries in the company's books, 
incfudinc the Share Ledger. \Chart:>cd Accourdanis.'*- 

18. Prepare " Statutoiw- Report” from the following figures: Recfipts : 
On allotment of 50.000 shares of i'lo each, ii3:,000. Proceeds sale of old 
buildinn material removed from treenold, £1,74-- Adoanced on mortgage, 

■ • - 00''' Received in respect of allotment of Debenture Stock f; 75 'o of £ioo,ooo', 
:-^!ooo. Pa-. n:sKts : Purchase of freehold, £205.000. Paid builders on account 
-I2.AOO. Paid for Stock in Bond, £- 4 ' 350 - Paid salanes, £247. Omue 
petty expenses, £147. Preliminary expenses to date, £2,471. {Cr.afluzu 

IQ. Submit the Balance Sheet of a Company showing a large balance standioH 
to the debit of Proht and Loss Account. Suggest a scheme for reduction 01 
capital, and submit the Balance Sheet of the Company as it would appear wuen 
\'o'ur proDosed scheme of reduction of capital had been carried out. 

'»o How <;hould the discount on the issue of Debentures be de^t with m the 

und'.rmentioned circumstances? Black. Ltd iss^ued 

> I 000 each at 05, reoavable at par m ten years. \b] mte. Ltd., msued ^ ^ 

s"'. Pemetuai 'Debenture Strek at .3. In each case the expenses of the l.^ue, 
apart from discount, amounted to t3o<^o. [Lc-r.acn Cf:a}n..er C.)uyhcnc.i ^ 

■ On lanuan- i. Excelsa, Ltd., onered for subscription 500 4 0 

of /A”-i ropaVabk ,n. nve years a, par. The price 

as to -To per Debenture on application, ar.n tiie balance on March {_ ■ PP 

wtr- rece ved for coo Debentures, and soo were duly allotted on Januar> 3. 

und'er'Amna ^nd costs of the >ssue amounted to ^500 G.ve tne 

^hnw how the issue would appear 
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the Balance Sheet of the Company as on December 31. (London Chamber 
Commerce.) 

22. Malmaison, Ltd., issued £ioo,ooo 5-^ Debentures, in bonds of £ioo each, 
on January l, 19... The Debentures were issued at a premium of 5'^^, and were 
payable as to 20^^ on application, as to 30®^ (including the premium of 5°^} on 
allotment (January* 10), and the balance on Januar\' 25. Applications for 1,035 
bonds were received. 

Give the entries necessar}’ to record the issue, and show how the above trans¬ 
actions would appear in the Balance Sheet of the Companv. {Chartered hutitnic 
Secretaries.) 

23. Describe the expenditure which, in your opinion, mav be legitimately 

debited to Preliminary’ E.xpenses Account " bv a newlv registered limited 
company. 

State how you would deal with this expenditure in the books and published 
accounts of the company. {^Lorudon C/iamber Commerce.) 

24. Describe the diSerence, if anv, in the book-keeping records of a dividend 

paid; (a) Free of Income Tax; (6) Less Income Tax. (Royal Society Arts.} 

25. The Directors of a limited company, with a fully paid Capital of 100,000 

Urdinary bhares of £i each, decided to pav an interim dividend of 10 les^ tax 
as on July i. ' u* ■ • . 

Give the entries necessarv- to record the pa%-ment of the dividend. {London 
Chamber Commerce.) 

26. Explain the functions and advantages of a " Dividend Book ” as emplo^■c■d 

by Umited compames. ^ * 

Subimt a suitable ruling for a book of this nature, and make three specimen 
entries therein. (Royal Society Arts.) luicc specimen 

Directors of the Stanfram Companv, Ltd. (Capital authorised 
“P- at the end of their first year's tradinc, decide 

tL foATlA payment of a dividend of and request vou to advise as to 
the formalities incidental to the pavment of the dividend, (at ‘State vour 

:^d^cZuaS ^ '/u- 

company is desirous of reducing its Capital. State shortly the stens 
that mu=t be wken to effect its purpose where the Articles do not contain a clauL 

convenr^ the^^fuUv A&A companv b-.- 

,o sucht fSI" llfaftta 15 ,haa„ „a, 

i_ioo each, the whole of which wer? offered and fullv s^A° k ^ 

Preference Shares : 20,000 Preferenre <;h=A f ' subscribed and paid up. 

were offered and fuUv snbscnbed and oai5 A" 

30,000 Shares of/s each of Xch P' ^rainary :>hares : Nominal, 

vendors in part pavment of the purchase prKe^of rh^h as fully paid to the 
.00 shares, which were subsequently fo'rfeued ^^Sn[r 
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Pass the necessary’ entries through the Company’s books to record these trans¬ 
actions. and state how they should appear in the Balance Sheet. (London 

Chamber Coynnierce.) 

> 

33. \Miat are ^ preliminary- expenses." and how are they dealt with bv 
limited companies ? To what extent lif anyl are these expenses allowed bv the 

Income Tax authorities as a charge against revenue? [Loyidon Chamber 
Commefce.) 

34. The Annual Accounts of Kavary’s, Ltd., showed a balance to the credit 
of Front and Loss Account of £5.950, as on December 31, 19... The Nominal 
Capital of the Company consisted of 10,000 shares of £1 each, all of which had 
been subscribed and fullv paid up. 

At the annual meeting m February 19... it was decided: (a) To increase the 
Nominal Capital of the Company to /i5,ooo by the issue of 5.000 6 °q Preference 
Shares of *'i each, ib) To pay a dividend for the year 19... of 55®o» to be 
discharged by the issue of fuliy paid Preference'Shares at par, and the balance. 
5'^,, to be paid in cash. 

Give the entries necessary to record these transactions. (Royal Society Arts.) 

35. The accounts of Pain and Peters, Ltd., on December 31, 19..., showed a 
balance to the credit of Profit and Loss Account of £5,870. The Company was 
a pru ate one. with a Nominal Capital of £15,000 in shares of £i each, 10,000 of 
which were subscribed and fully paid up. These were held as foUo^^-s: A, 4,000; 
B, 4,000 : C. 1.000 : D. i.oco. Az the annual general meeting of the Company, 
at which all the shareholders were present, it was unanimously decided ks 
follows:— 


I’ To increase the Nominal Capital of the Company to ^25,000, the 
additional £ic,cao to consist of 10,000 6*^0 Cumulative Preference Shares of £1 
each. 

To pay a dividend for 10... of 50^^, of which 20*^0 was to be paid in 
cash and 50 by the issue of Preference Shares at par, treated as fully paid. 

Make the Journal entries necessary to give efect to the above resolutions. 
C.7 rt'rc . I A::cur:ants.) 

36. nat do YOU understand bv " Debentures issued at a discount " ? How 
-.vouid vou show inch I’ebentures in the Balance Sheet of a company? Give an 
example. ;Z.o>:i:u Chiniber Csminerce.) 

37. The Directors of the Argonaut Company, Ltd., issue £250,000 4^0 

Debenture Stock at the price of 00. How should the discount be dealt with in 

the C'^moanv’s Balance Sheets from vear to vear? (Chartered Accountants.) 

• * • * 

38. companv issues £100,000 Debenture Stock at 90%, and pays 2% for 

underwriting it. How should the transactions show in the company’s books? 

\ 

C ^ :7 r ^ r* > .2 .-1 r r r: o: >: h'.) 

3Q. The Balance Sheet of the Lomax Company was composed of the^ follow¬ 
ing Items: Paid-ur> Carital. ^‘10,000: Debentures, £6,000; Cash, £ii,ooo: 
Debtors, £4.000; CreditcTS, ^ 3.000; Stock. £6,000; Premises. £5,000; Balance 
of Profit, it.ooo. Instead of'declaring a dividend, it was decided to exercise the 
option of paving oli the whole of the debentures at a premium of 3^0* Give the 
entries in the vanous Ledger accounts afiected. and draw up a Balance Sheet 
«ihowinc: the new position. 'Saii 'r.al L wrou Teachers.) 

40. Sudemever, Ltd., issued ■*100.000 5°o Debentures, in bonds of £1^0 each 
on lanuar\- i. I’o... The Debentures were issued at a premium of 5°o. and were 
pa\'able as to 20' - on application, as to including the premium of 5*^0) on 
allotment (Januarv loh and the balance on January 25. Applications for 1,035 

bonds were received. , ^ 

(live the entries necessary to record the issue, and show how t^ abo\e 

transacticns would appear m the Balance Sheet of the Company. (Chartered 
InsUtute Secretaries.) 

±1 \ comranv mad^^ an issue of hioo.ooo Debenture Stock, secured by trust 

deed on a!i the fixed and tioafin; assets of the company. Of tlm amount ^50,0^ 
was subsenbed at a premium of 2%, £30,000 was subscnlwd at P^- 
wa^ issued to the company's bankers by way of collateral secunt)' for a loan ol 
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^15,000. Give the entries which should appear in the company's Balance Sheet 
to record these transactions. (Chartered Accountants.) 

42. A company has a Capital of /loo.ooo in Ordinary Shares of £1 each (fully 
paid up) and a debit balance on Profit and Loss Account’of /50,ooo."" It is desired 
to reduce the shares to 10s. each, in order to wipe off the debit balance. State 
what steps must be taken to cany* out the scheme, and, assuming that to have 
been done, show the entries that would have to be made in the books. (Chartered 
Institute Secretaries.) 

43. A limited company ^^^th a fully paid capital consisting of 200,000 Ordinary 

Shares of £x each has traded unsuccessfully, \rith the result that the debit balance 

of the Profit and Loss Account now amounts to £68,^8^. It is decided, subject 

to confirmation by the Court, to reconstruct the companv, and to reduce the £1 

shares to shares of 105. each fully paid. The balance of the Capital written off, 

after dealing with the Profit and Loss Account, is to be utilised in reducing the 

book value of assets of a wasting nature. Submit a pro forma Balance Sheet on 

the basis of the Capital and Profit and Loss figures above, and submit the entire 

procedure necessary^ to cany- out the proposed reduction of Capital. (Chartered 
Accountants.) 


44. How is a reduction of a company’s Capital ordinarilv effected ? State 

partcuMy what steps are necessary' where it is proposed: (d) to return capital 

to the sh^eholders; (fi) to write off Capital which has been lost; (c) to cancel 
shares which have not been taken up. 

45. A liimted company is formed to purchase an existing business with a 
nominal capital of ^^200,000, one-half in Ordinary' and one-half in s®; Preference 
=>har^ of eaclL 60,000 of the Ordinary' Shares are issued at a premium of ^s. 

I^eference Shares being all issued at par; 5s. per share being 
Dayabk on apphcabon, and 105. on allotment in each case. /20000 6 °' 
Debentures are underwritten at 98“^. On account of the purchas^ ^onev of 

^ discharge of the liabilities of the vendor and 

‘ 5tock.in.nrad.,i,>,„oo: Book Debts,/jo.ooo; 



Chapter XII 

LIMITED COMPANIES —Continued 
Company Accountancy— Continued. 

[Note .—^All references are to the Companies Act, 1948, unless otherwist 
stated.] 

Purchase of a Business.—WTien a company is formed for the purchast 
of the business of a going concern, the fct duty of the book-keeper is tc 
make himself acquainted with the terms of the contract with tht 
vendors, or the promoting syndicate, as the case may be. The purchase 
price will usually consist of cash and fully paid shares in agreed propor¬ 
tions. The greater the proportion taken in shcires, the greater will be 
the public confidence in the venture. 

The assets taken over will usually include a named sum for goodwill 
though sometimes a round sum is fixed for the whole undertaking 
including goodwill. In the latter case the amount payable for goodwil 
is represented by the excess of the purchase price over the value ol 
the net assets required {i.e. over the tangible assets acquired, minui 
the liabilities assumed). 

The last Balance Sheet of the vendor’s business (with or withoui 
adjustments) usually forms the basis of the purchase contract. Whei 
the purchasing company assumes the liabilities, the vendor usuall] 
guarantees that they shall not exceed the Balance Sheet figures 
frequently also he guarantees the book debts. In such cases thf 
book-keeper must m^e any adjustments that may prove necessary, thi 
vendor’s account being debited or credited as occasion requires. 

Procedure to Record Purchase of a Business. 

(a) Open a Purchase Account and debit it with the agrm 
purchase price of the business and credit the vendor with the lik( 

amoimt. _ 

(b) Open an accoxmt for each asset acquired (including goodwill 

and debit the respective book values to these accounts. Credi 
Purchase Account with the like amounts in one total. 

(c) Open accounts for the liabilities assumed and credit thesi 
accounts with their respective balances, as shown in the Balano 
Sheet. Debit Purchase Account with the like amounts in om 

total. , 

{d) If the vendor takes shares in part payment of the purcnas 

price, credit Share Capital Account (or Debenture Account, 1 
debentures are issued), in part payment, with the issued value 0 
the shares (or debentures), and debit the vendor with a liKi 

amount. 
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(e) The entries recording the balance (if any) of the shares or 
debentures issued will be similar to those already fully described 
(see p. 352). 

(/) Debit the Cash Book with the balance taken over, and any 
receipts on Share and Debenture Account, and credit all pajTnents 
made to the vendor, or in pajmient of expenses. 

Illustration 1. —Testouts, Ltd., was registered with a nomijial capital of 
^200,000, di\aded into 100,000 Ordinary" Shares of £i each, and 100,000 7% 
Preference Shares of £i each. A contract was entered into -Kith Hugh Dickson 
agreeing to purchase his established business for the sum of 25.000. The 
purchase price was to be satisfied b}’’ the issue of 30,000 fully paid Ordinary 
Shares of /i each, taken as representing 255. per share; 50,000 fully paid 7% 
Preference Shares of £1 each; and the bailee in cash. The company was to 
pay the liabilities, which the vendor guaranteed should not exceed the Balance 
Sheet figure. The vendor also guaranteed that the book debts should not 
realise less than :^i8,98o. 25,000 Ordinary' Shares at 255. per share and 25,000 
7% Preference Shares of £1 each were issued to the public, and fully paid up 
as on February" i, 19.... The Balance Sheet of Hugh Dickson, as on the date 
of purchase, was as follows:— 


BALA^XE SHEET. DECEMBER 31. 19... 


Capital (H. Didsoa) 
Sondry Creditois 
Bills Payable. 


100,000 

12.413 


12,000 ; O 


£144^413 



Freehold Premises. 
Machinery and Plant 
Furniture and Fittings 
Sundry Debtors 
Stock . 

Cash at Bank 


/ j 
48,762 j 
37MI2 

897) 

iS,9$o 
15.600 
2,762 ; 


s. 

0 

0 

o 

0 

0 

0 


d. 

0 

0 

0 

o 

0 

o 


£124,413 0 i o 


The took debts realised £l 8 .,^oo, and a further liabihU' (omitted from the 
^nce Sheet) amounting to ^^150 was paid. The prelhninarj- expenses of 
the new company amounted to /3,85o. 


n 


CASH BOOK 


Dr. 


II 


Cr. 


ig... I ! J. ' £ ! 5 

^ 31, To Purchase Account 12 ! 2,762 i o t 0 
„ Sundry Share-! ' 

holders:— j il 

25.000 Ordinary; j 

Shares at 25s. . ' 28 31.250 0 0 

25,000 7% Prefer- j { 

ence Shares at £i • j, j 

each. i 30 25,000 OjO 

„ Cash (Sundry 1 [ | 

Debtors) . . 8 H iS^oo 0 i o 

t ■ 


31 


19.,. 

'ec.3x 


£77^12 o 
h—.- 


Balance brought' 
down . . J V 12.2291 o 

il ' I 


19... 
Dec. 31 


If 

ft 

tt 


31 

31 

31 

31 


3.850 
IMI3 


i 


If 


31 ! 


* I 

By Preliminary Ex- 
peases * - 31 

„ Simdiy Creditors ; 13 
„ Bills Payable . | 15 j ,2,000 
M > endor, Balance 
due to him . } 

„ Sundry Creditors i 
(omitted from I 
Balance Sheet) . ' 13 
Balance carried 
down , . j 12,229 


s.i d. 


I j 

0 [ o 
00 
' 010 


■ 36,770 • o' 0 


150 0 0 


O 0 


i ‘ 

£77,412 4 o i o 



■' I 

f 

! r 

I I 
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JOURNAL. 


Dec. 31 Sundry Assets ;— 

I Freehold Premises 

j Machinery and Flant . 

> Fomiture and Fittings 

Sundry Debtors 
; Stock 


Cash .... 

To Purchase of Business Account 
Being the assets taken over by the 
per contract dated December i8, i 

Purchase of Business Account . 

To Sundries 
Sundry Creditors 
Bills Payable 

Being liabilities assumed by the Coi 
contract dated December x8,19... 


Purchase of Business Account . 

To Vendor. 

Being agreed purchase price of the business 
contract dated December 18, 19... 


Dr, 


Dr. 


Dr. 


as per 


3 

5 

7 

9 

C.B, 

11 

17 


„ 31 i Vendor.Dr. 

i To Sundries :— 

Ordinary Share Capital Account . 

Ordinary Shares Premiums Account 
7% Preference Capital .Account . 

Being allotment of 30,000 Ordinary Shares at 25$. 
per share, and 50,000 7% Preference Shares of 
£1 each, both fully paid as per contract for sale. 

Feb. 12 Vendor.Dr. 

To Sundry Debtors. 

j „ Sundry Creditors ..... 

Being amounts necessary to make up amounts 
guaranteed as per contract for sale. I 

„ 12 ' Ordinary Shareholders .... Dr. 

I To Or^ary Share Capital Account 
i „ Ordina^ Share Premiums Account . : 

j For application, allotment, and call moneys on 
I 25,000 Ordinary Shares issued at 255. per share. 

,, 12 7% Preference Shareholders . . . Dr. 

To 7% Preference Share Capital .Account 
For application, allotment, and call moneys on I 
I 25,000 7% Preference Shares of £1 each. i 


Goodwill Account 
To Purchase of Business Account 
Being transfer of balance representl 


Dr 


Dk. 


12 


Cr. 


I I . ! 

I a. I 


s, i. 


48,762 

37,412 

897 

18,980 

15,600 

2,762 


o !i 

o r 


124,413 I 0 ! 0 


24,413 o I o 


125,000 o o 


87,500 o 0 


730 1 0 


0 ! 


31,250 o ! o 


25,000 


25,000 010; 


30,000 I o 
7,500 } 0 
50,000 j o 


12,413 I O i 0 
12,000 0:0 


125,000 i 0 I 0 


580 I O I 0 
150 i o : 0 


I t 


25,000 ! 0 ] 0 
6,250 10.0 


25,000 : o 0 


25,000 0 0 


Dr. 


19 - 


Dec, 31 To Purchase Account 


LEDGER. 

Freehold Premises 


J. il I 

12 l: 48,762 10 0 

M I i 


Cr. 



Dr. 


19... 

Dec, 31 To 


Purchase Account 


Machinery and Plant 


L i £ 

12 ;! 37412 

il 


Cr. 
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I9 -- ! i J. £ 

Dec. 31: To Pnrchase Accoont! it . 897 


s. d. 
010 



Db. 


Dec. 31 ' To Purchase Account 


i j 

; J* 1 


SxjXDRY Debtors. 


I i s. rf. 
18,980 0 0 


19... 

Dec. 31 By Vendor 

i 

.. \ .. Cash 


. £18,980 ; o o 

V i I 


J. 

12 

CB.! 


Cb. 


I 1. d. 

580 0 0 

K 

I 

18,400 0,0 


£18,980 0 o 


Stock 


Db. 


I J* • £ 

Dec. 311 To Purchase Account 12 15,600 


Is. d 


I V 


Cr. 



13 


Db. 


19... 

Dec. 31 To Cash 

ft 3® ft Cash 


Sundry Creditors. 


,C.B. 

' 12 

V . 


£ 5. d. 19... 

12,413 0 o Det 31 By Balance 
510 0 o „ 31 „ Vendor 

£12,563 o 0 


■ \- 

j. ; 


£ 

J2*4I3 

150 


13 

Cr, 

s.'d. 

0 0 
o o 


£12,563 'o o 


Bills Payable. 


Dec, 31 To Cash 


19... J 

12,000 o 1 o I Dec, 31 By Balance 
£12.000.0 o I 


V 12,000 0 0 

i , £12,000 *00 


*7 

Db. 


Purchase of Business Account. 


j 

31 To Sundry Liabili- 
ties 

» 3* r, Purchase Price . 


i J li 

1 J' 


s. d. 


I i ; 

n n»4i3 O 0 
I 12 l\ 125,000o 0 


^'9 * I T / 

Dec. 31 ; By Sundry Assets . 12 12441, 

»» 31 j „ Goodwill Ac- ^ 


count 


£ 149,413 o;o 


Cr. 

s. d. 
0 o 


25,000 O 0 

4 

^M9MI3 0 0 
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LEDGER— continued. 


19 


Vendor's Account 


Dr. 


19 


Cr. 



D«c. 31 To Ordican* and Pre-! l| 

ference Share | i; 

Capital Accounts 12 ij 87,500 
M 31 „ Adjustment of i' 

j Sundry Debtors !; 

I and Creditors . 12 i 730 

C.B.i 


21 


Dr. 


Ordinary Share Capital Account. 


21 


Cr, 



19- i J. £ \s:d. 

Dec. 31 By Vendor . . , 12 30,000 oio 

„ 31 „ Sundry Share^ ; l! 

holders . . 12 !i 25,000 oio 


£55,00010,0 


23 


Dr. 


Ordinary Share Premiums Account. 




I9-.- I J. r 

Dec. 31 By Vendor . .12’ 
„ 31 „ Sundry Share- \ 

hold^ . . 12 ! 

I I 


23 


Cr. 


£ !s.i. 

7,500 0 0 


6,250 I 0,0 


25 


Dr. 


7®^, Preference Share Capital Account. 



19... ' 

Dec. 31 : By Vendor . 

„ 31 . Sundry Share -1 

holders . 


25 

Cr. 


; » 

J. £ 5 . d. 

12 i 50,000'0 i 0 

J 

12 25,000 0 0 

\ 

: £75.000 0 0 


27 


Dr. 


Ordinary Shareholders 


27 


Cr. 


19 ■ 

Dec. 31 


To Ordinary Share 

4 

Capital and I're- 
imums .\ccounts 


s. d. 19... 

Dec. 31 By Cash 


31,250 o 0 


C.B.' £ s. d. 

II 31,250 0 0 


29 


Dr. 


7°^, Preference Shareholders. 


29 


Cr. 


19 .■ 

Dec. 31 To 


5. d. 


7% Preference 
Share Capital 
Account . 


19... 

Dec. 31 By Cash 


25,000 I 0 o 


C.B. 


r. d. 


, II 25»0O0 :o,o 


I I 
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19- 

Dec. 31 1 To Cash 


C.B.' 
! 12 ^ 


/ 

3,850 


K}d. 



33 


Goodwill Account. 


Dr 


19 - ; : J* 

Dec. 31! To Purchase of Busi-1 

I ness Account . 12 


25,000 I o i o 
I ( 


Testoats. Ltd. 


B.\L.\>.'CE SHEET, J. 4 XUARY i, 19... 


Capital:— 


100,000 Ordinary 

Shares of each/too,000 
100,000 7% Pref®- jj 

ence Shai« of £1 . ! 

each . . 100,000 '* 


£200,000 i 

Issued — ? 

55,000 Ordinary ! 

Shares of £i each £55,000 Jl 

75,000 7% Prefer* ; 

eoce Shares of £i ‘ 

**• 75,000 l\ 


Freehold Premises 
Goodwill 

Machinery and Plant 
Fcmitore and Fittings 
Stock 

Cash at Bank 
Preliminary Expenses A 


33 


Cr. 



£ is. Id. 
48,762 0 o 
25.000 0 o 
37412 0 o 

^7 0 I o 
15,600 0 i o 

12,229 O ; O 

3,850 ; 0 ' o 


Ordinary Shares Piemhims 
count 


130,000 o [ o 


• ,j 13,750 ! 0 I o 


£243,750 loo 


1 1 

1 

( 

% 

1 

1 

1 

1 1 

£243,750 

r 

1 

1 

0 


is not to be laid before a General ^feeting. the basis of valuation of fixed 


- registered with a nominal capital of 
£2^,^, consisting of 200,000 Ordinarj- Shares of £1 each. A contract was 

71**®*^^“*° to purchase his established business as on 

£^.000, to be satisfied by the issue as fuUv 
^ Tn IdH ^ <>dmary Sharra taken at 25s. per share and the balance in cash^ 

^ the sh^es issued as fully paid as above, 60,000 shares were 
offered on J^nary 5 to the public for subscription at 25s per ^are navablo == 
foUows: On application, 5s.; on allotmentf los. (incfutog^Tpfemfum ^ 
5 s .); and on first and final caU (March 5) los per ^ ™ ^ 

7 ^ of 2i%, and In overriinj^ommissio'fof 

fo;°placing£S”^^1plrap1^r6f^sJLS^^^ ^ 
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were fully subscribed and paid up. The expenses of the issue amounted to 

£426. 

You are required to prepare the following:— 

(1) Opening Journal entries; 

(2) Cash Book; 

(3) Ledger Accounts; 

(4) Trial Balance; and 

(5) Balance Sheet of the new Company. 


19- 

Jan. 




10 


Mar. 5 


.t 5 


r. 7 


JOURNAL. 


Dr. 


Ca. 


Sundry Assets (net).Dr. 

To G. Dickson. 

Being purchase price of the Assets acquired as per 
Contract for Sale. 


25 

27 


■I 


£ 

60,000 


G. Dickson ..... 
To Ordinary Share Capital Account . 
Ordinary Share Proniums Account 


Dr. 




ft 


Cash 


Being 25,000 Ordinary Shares (taken at 25s.) and 
Cash in discharge of purchase consideration as per 
Contract for Sale. 


27 

ci. 


60,000 


A„l 


>licatioQ and Allotment .\ccount . Dr. 

d Ordinary Share Capital Account . 

„ Ordinary Share Premhims Account 
Being amounts payable on 60,000 shares allotted by 
Dij^tois to the public this day. 


5 

I 

3 


il 

l| 


45,000 


Sundry Debenture Holden .... 
Debenture Discount Account 

To 5^0 Debentures. 

Being amount due and discount on 50 £100 Del 
tures issued this day at 98^. 


Dr. 

Dr. 




Pint and Final Call Account . . . Dr. 

To Ordinary Share Capital Account . 

Being Call due this day on 60,000 shares. 

_ \ 

Calls in Arrear ...... Dr. 1 


15 

13 

II 


4,925 

75 


7 

1 


II 


! 30,000 


To First and Final Call Account 
Being Call of los. per share on 500 shares unpaid. 


V { 


9 

7 


250 


.1 


li 


s. 

0 


d. 


£ 

60,000 


s. 


> 

i 


25,000 

6,250 

28,750 


0 

0 


!) 


i I 


f 

li 


30,000 

15,000 


0 

0 


0 

o 


o 

o 


5.000 


30,000 0 


250 


0 

o 


o 

o 


Dr. 


Dr. 


LEDGER. 

Ordinary Share Capit.\l Account. 


Cr. 


(I 

I > 

^ I 
/1 


il 




(I 


\ 1 


! 

I 

JaxL 1 By G. Dickson 
„ 10 „ Application and 

Allotmoit 

Mar. s „ First and Final 

Call. 


J. 

9 


£ 

25.000 

30,000 

30,000 


£85,000 


il 


s.<d. 

olo 


0 0 


0 0 


0 0 


Ordinary Share Premiums Account. 


Cr. 


j. 


!* 

■: 

I. 


s. d. 


19..■ 
Jan. X 
„ 10 


By G. Dickson 
„ A^lication 


and 


J- i! 

9 i', 


s. 


iotment 


6,250 i 0 


i5»ooo 


£2M50 


d. 
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5 

Dk. 


t 9 -» 


n 

£ 

r. 

d. 

Jan. 10 

To OxdiDaxy Share 
Capital Acooimt. 

H 

30,000 

0^ 

0 

„ 10 

„ Oidmaiy Share 
Ptemiams Ac* 
count 

1 

9 

15,000 

0 

0 



1 

1 


B 

B 


5 

Cr. 


19... 

• 

CB. 

£ 

rJ 

d. 

Jan. 5 

ByCasb 

1 

1 

i 

* 

i 

5 

45,000 

\ 

0: 

« 

0 

1 


1 


£45,000 

0 

0 


First and Final Call Account. 


Ds. 


Cft. 


19... 
Uar. 5 


To Ordinaiy Share 
C^tal Acootmt 


J. 

£ 

G 

G 

19... 


C.B. 

£ 

1 

1 

5. 

d. 





Mar. 5 

By Cash 

5 

29,750 

iO, 

0 

9 

30,000 

— 


Q 

» 7 

„ Calls in Arrear . 

1 

J .9 

1 250. 

i 

,01 

0 

1 


T*sd!l 

i 

D 



i 

!£ 30 kOoo 1 0 1 

1 ( i 

0 


Calls in Arrear. 



19... 
Mar. 7 


1 

To Hcst and Hnal 

B 

£ 

s. 

d. 



£ 

J 

Can Aocoimt 

B 

350 

0 

0 

1 

1 





II 

Ds. 


5% Debentures Account. 



£ 

s. 

d. 

19... 





Mac. 3 





» 3 







By Sundry Oe 


tore Holders 
,, Dcbent nre 
ooimt 


J. 

9 

9 


IX 


Cr. 



£ 

75 


fSiOoo 


s, 

o 

0 


o 

o 

o 


13 


Ds. 


Debenture Discount Account. 


^3 


Cr. 
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19 

Db. 


19... 

Jao. I To 


Preliminary and Formation Exi^ses. 


CB. 

5 


1 ^ 

! 

4*750 

0 



21 

Db. 


X9-. 

Mac. 7 To 


Debenture Issue Expenses Account. 



25 


19... 
Jan. X 


Sundry Assets 



£ s . 
60,000 o 


Cb. 



27 


Db. 


G. Dickson, Vendor. 


Jan. X To Ordinary 
„ t n Cash . 


J. i £ 

9 ; 31.250 



Jan. t By Sundry Assets 



TMAL BALANCE. MARCH 7, 19... 

D«. Cit. 
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U 


O O O O 0 0 

0 


4 0 0 0 0 0 0 

L! 


0 o o o« Oi 
«)0 o 

^BO «i ♦ « 

ft ^ 

« 

o 


IVtS mo M 
€« M Cl M (« ^ 
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HIGHER BOOK-KEEPING AND ACCOUNTS 


EXAMINATION QUESTION. 


iimited company 
Balance Sheet a* 


B.\LANXE SHEET, 



19.. 

Dec, 31 Purchisc of B 

To Vendors 


Bosiness .\ccofiiit 


Dr. 


£ s. 
17.500 0 o 


£ s. i. 

17^500 o o 


Being agreed poichase price of the bosmess. 


Sundry Assets ■ 

Leasehold Fact^ 
Uachinery and Punt 
SoDdrT Debtors 


To Ptzrribase of Bosiness .\ocoant 
Being book valoes of assets taken over. 

31 Poichase of Bosiness Account 
To Sundry Creditors 
„ Bank Loan .... 
Uabdities taken over from Vendor. 


Dr 


10,500 o 0 

5.*40 0 o 

. 3r*6o O o 

1 3,100 o o 


I aa,ioo 

' t; 


o o 


Dr. 


4,aoo o . o 
4,000 00 


Vendctfs .... 

To Share Capital Account 
Being 7.500 shares of £1 eac 
m part satisfactioo ot the 

.\ppHcatkKU Allotment, and 
To Share Capital Acc ount 
Being transfer of the fons 
Capital Account. 


Dr. 

• • • 
as fully paid 
price. 

ount . Dr. 


7,500 o 0 


7,500 o o 


»a»5oo 
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Ob. 


Cb. 


j 

£ 

S. 

d. 

5 

I pOOO 

0 

0 

13 

4,200 

0 

0 

15 

4.000 

y 

0 

17 

586 

f 1 

' 0 

0 

V 

3.714 

0 

0 


£22,500 

Q 

a 


tg... 

Dec. 31 


19... 
Dec. 31 


To Sundry 
holders ( 
plication, 
meat, 
Aoooont) . 


Ap> 
Allot- 
CaQ 


5. A 


To Bahncft bron^t 
down 


^22,500 


00 


3.714 


19... 
Dec 31 

31 
31 
31 


99 

99 


». 31 


By Vendors 
„ Sundry Creditors 
„ Bank Loan 
„ Pieliinmary Ex- 


99 


down 


LEDGER. 

Purchase op Busoiess Account, 


Db. 


19... 
Dec. 31 

» 31 
■> 31 


To Vendors 

Sondry Creditors 
Bank Loan . 


99 


J. 

12 


n 

s. 

dL 

17.500 

0 

0 

4,200 

0 

0 

4,000 

0 

y 

£*5.700 

I 

I 


Cb. 


19... 
Dec, 31 

» 31 


By Sondiy Assets . 
n Transfer to Good- 
wiD Account 



Vendors. 


Db. 


19... 


Di 

Dec. 31 

To Share Capital Ae- 


ooimt 

12 

CB. 

» 31 

„ Cash . 

1 

3 


£ 

7.500 

10,000 


17.500 


s. 

o 

o 


A 

0 

0 


19... 
Dec 31 


By Porchase of Busi¬ 
ness Aoomt . 


J. 

12 


£ 

17.500 


£17.500 


t. 

o 


d. 

o 


Capital Account. 



1 

£ 

1 

1 

19... 



1 

1 

Dec 31 


1 

1 



» 31 


By 


Folly 


ft 


Appiicatioa, Al- 
Mment, and 

Can Afioomit . 
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LEDGE R —coKti n ued 


13 


Ds 


Sundry Creditors. 


Cr, 


n .. 

D?c. Tc C-=?b . 


C - B. i i. 19 .. J. £ ? if, 

3 4.:cc 0 c Dp-:. 31 By Furcbafc Buji- 

.\cc'uni . 12 4.:'N' ? o 


Dr. 


Bank Loan. 


Cr. 


10... 

^ _ 

Dp-:. ; i Tc- Cash 


C B. 


i s. .1. 19 .. 

i.cco 0 c Dec. 31 By Purchase of Busi- 

Lei^i .Accc-un 


s. i. 


4.0:0 0 0 



21 


Machinery and Plant 


Dr. 


Cr. 


:o .. 

D-c. 31 To Purchase cf B'Uii 

ness Account 


• • •• 


t ^ ^ ^ # n C O 


?. i. 


V « •* »• * 


^3 


Dr. 


Sundry Debtors. 


Cr. 


19 .. 
Dec. 31 


To Purchase Busi 
ness .\cccur.t 


s. u. 


:oo c c 


I s. d. 


Dr. 


^TOCK 


CiL 


19 . 

De:. • 


To Purchase o: Busi 
ness Account 


V. J. 


0 c 


«. f. 


Goodwill 


Dr. 


Cr. 


i. i 


Dec. a: i-.- Pur.-haseo: B-s 

n-^s .^cccuni 


1 •. - • w u 


C/% 
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New Company, 

BALANCE SHEET, DECEMBER 31, 19... 



£ 

s. 

d. 


£ 

5 . 

• 

d. 

Capital : — 




Goodwill. 

3,600 

0 

0 

Issued^ 



1 

Leasehold Factory 

to,500 

0 

0 

7,500 shares of £i each 

1 



Machiaery and Plant . 

5,240 

0 

0 

issued as fully paid 

1 



Stock 

^•100 

0 

0 

to vendor . . £7,500 

J 



Sundry Debtors . . . ; 

J a 

3,260 

0 

0 

30,000 shares of £i each 


1 


Cash at Bank . . | 

3.714 i 

0 

0 

issued to pubb'c, 155. 



1 

Preliminary Expenses Account . ! 

586: 

0 

> 

0 

per share called up , 22,500 




i 





30,000 

0 

0 

1 ’ 

1 




1 

£30,000 

0 

0 


1 1 

£30,000 

k 

0 

0 


SchMufe~™* Sheet is not drawn up in a form complying with the requirements of the Eighth 


Reconstruction.—Reconstruction is not a term of any legal signifi¬ 
cance. It expresses re-organisation, and this may take many forms. 
Reconstruction of a company may become necessary by reason of 
financial losses, but frequently reconstruction is entered upon for 

quite different reasons. Thus a company may be re-organised for any 
one of the following purposes 


{a) Amalgamation with one or more similar undertakings. 

(b) Absorption of a smaller company. 

(c) To enlarge the ‘‘ objects detailed in the Memorandum. 

(d) In order to write off lost capital. 

_{e) To provide means to satisfy the claims of creditors, or the 
claims of Cumulative Preference Shareholders for arrears of dividend 
otherwise than by pa5mient in cash. 

+1, of existing share issues, or re-arrangement of 

the nghts of vanous classes of shareholders inter se. 

[g) Alteration of the denomination of the Shares, e.g. the issue 
of ten £j shares for every share of £10 held. 

(A) To alter the domicile of the company, 
sharel extinguish the uncalled liability on the issued 


reconstruction involved 
iquidation and the formation of a new company. The Act of iqoS 

provided ample legal machinery for reconstruction in many of the 

contain similar machinery. ^ ^ 

ised^bv^ffrA'J'f ^ ^ ^ay, if author- 

sed by its Articles, increase, consolidate, and subdivide its caoital • 

con^rt Its paid-up shares into stock; and cancel unissued hares ’ 
We have also seen that, under S. 66 , if authorised bv thrArticleq 
CouT^p^L resolution subsequently confirmed by the 

cancel shImST ^^are capital nTpaM up 

Red^^tbfe “> ofl 
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Eurther, by S. 206, a company may compromise its creditors, 
or its shareholders, or any class of them. On application to the Court 
for power so to do, the Court may order a meeting of the creditors, or 
of the shareholders, to be summoned to consider the proposal, and if 
the compromise or arrangement is sanctioned by a majority in number 
representing three-fourths in value of the creditors, or class of creditors, 
or shareholders, or class of shareholders, present and voting either in 
person or by proxy, such compromise or arrangement may be sanctioned 
by the Court, and, if so, becomes binding upon the creditors or the 
shareholders concerned. This procedure is frequently made use of 
in reconstruction proceedings in cases where a proportion of the outside 
liabilities of the company are satisfied by the issue of shares, or the 
arrears of cumulative preference dividends are similarly satisfied, or 
the denomination and rights of the various classes of shares are to be 
re-arranged. 

\’er\’ briefly stated, the steps necessaix’ to carrs’ out a scheme of 
reconstruction, othenHse than by procedure under S. 206, are as 
follows:— 


(a) If reduction of capital is involved the Articles must give 
authoritv, or must be amended by special resolution to give authority, 
and the companv must pass a special resolution reducing the capital. 

(b) If the proposed reduction is for the purpose of cancelling 
shares not issued, any resolution specified by the Articles will suffice. 

(c) If it is simplv a repayment of Redeemable Preference Shares 
out of accumulated profits, the procedure is under S. 58. 

(i) If the reduction is for any other purpose than in (b) or (c) 
above, the Court must be petitioned to sanction the scheme. If the 
Court approves, an order is made which must be filed \Hth the 
Registrar and published as the Court may direct. The Court’s 
order takes effect only after registration (S. 69). 


One of the most common reasons for reconstruction is the need to 
provide further working capital. It is necessan.-, sometimes, in this 
connection, to form a new company, and to proceed under the powers 
conferred by 5 . 287. The new company takes over the assets of the 
old compan\', and allots shares with an uncalled liability in the ne\\ 
company, in consideration for the assets taken over, thus proffiding 
further working capital. By S. 55, Finance Act, 1927, transfer and 
share capital duties are remitted to the extent of the share capital of 
the transferor company, subject to certain conditions (see p. 473). 

In practice, reconstniction schemes are sometimes ver}’ difficult 
and complicated. More particularly, for example, in cases where two 
or more issues of Debentures exist, secured upon different specitic 
assets, followed bv one or more issues of Preference Shares, vith or 
without accumulated arrears of dividend, and with differing rights as 
to prioritv, and an issue of Ordinary- Shares without preferential nghts 
as to dividend or capital. The apportionment of the capital loss to be 
written off as between these difterent interests clearly needs nice adjust¬ 
ment Havinc: ascertained the capital loss to be provided for, an 
determined its” incidence, it then becomes necessary- in most cases to 
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provide further working capital. Unless all these needs are satis¬ 
factorily pro\dded for, the reconstruction scheme will come to naught. 

In other cases, for instance (c), (/), (g), and {h) mentioned on p. 453, 
reconstructions impose very little work on the company book-keeper, 
for they entail no iteration in the books, except such amendments as 
may be necessary in the Share Register. The only new accounts 
involved will be a new Preliminary Expenses Account, and any new 
Share Capital Account to record the fresh issue of capital, if a fresh 
i^ue is made. To the former accoimt ail the expenses of reconstruc¬ 
tion would be debited, the balance being wnitten oS over a reasonable 
period in the maimer explained in connection with Debenture Issue 
and similar expenses. 

The following three illustrations give the basic principles on which 
reconstruction book-keeping is based. Thej’ are purposel}' presented 

in simple form, in order that these principles should not be obscured 
by complicated detail. 

Illustration i. —Blanks, Ltd., decided to sell their undertaking to a new 
company regi^r^ as Blanks (19...), Ltd. The purchase price was fixed at 
£50 000, payable by the i^ue of 100,000 shares in the new company, credited 
^th los. per share ^ paid. The new company was to pay the liabOities of 
tte old comply. Goodwill .\ccount was to be written off; Machinery- and 
Plant Account reduced to £20,000 ; and the balance of the Profit and Loss 
Account was to be ^tten off. The Balance Sheet of the old company at the 
date of the proposed reduction was as follows;_ 


Blanks, Ltd. 


B.AL.AXCE SHEET, DECEMBER 31, 19 


Issued Ca[ntal: 100,000 shares 
of £i each, fully paid . 
Snadiry Creditors . 


I 

I 


£ j s. d. 

I 

f 

ioo»ooo 0 ' o 
40,200 0 0 

I 

i 


£140,200 0 ' o 


Goodwin 

Machinery and Plant 
Sundry Assets 
Cash . . . . 

Profit and Loss Account 


£ ; 5. 

20,000 I 0 

30,000 , 0 
69,800 i o 
400! 0 
20,000 0 


d, 

o 

0 

0 

o 

o 


£140,200 too 


-fuming that the sale to the new company was duly effected and that 

.ISSi“■‘1’“'* “P' the “ns”! Sds 


Di- 


REALISATIOX ACCOUXT. 



19.., ' 
Dec. 31 To 


Sundry Assets, 
etc., transferred | 
to the new com- ? 



: 1 

140,200 0 0 


£140,200 o!o 


»» 31 


j» 


ft 


31 


>f 


Purchase Price 
hx>m the new 
company 
Loss on Assets 
transferred to 
the new com¬ 
pany 

Sundry Creditors 
to be paid by 
the new com¬ 
pany . 


50,000 0 0 


50,000 0 0 


40,200 o 0 


£140,200; o: 0 
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A Purchase of Business Account would be written up, as already explained 
on p. 440. to record the opening of the New Company. 

The Balance Sheet of Blanls (19-..), Ltd., would appear as follows:— 


Blanks (19...)> 


BALANCE SHEET, DECEMBER 31, 19 


Dr. 


Cr. 


Issued Capital: 100,000 shares 
of £i each, los, per share 
credited, ai^ 10s. per share 
called and paid up 



Machinery and Plant 
Sundry Assets 


£ 

20,000 

69,800 

10,200 


£100,000 


Xc^.^This Balance Sheet is not prepared for laying before a Genoal Meeting. 

The above simple illustration serves to demonstrate the principles 
upon which the book-keeping entries are based. Further detail may 
now be introduced. 


lUusiraiion 2,—Uprichards, Ltd., after a series of trade losses, resolved by 
special resolution to wind-up, and to reconstruct by means of a sale to a new 
company to be called Uprichards (19...), Ltd. At the date of the confirmatory 
resolution the Balance Sheet of the old company was as follows:— 


Uprichards, Ltd. 


BALANCE SHEET, DECEMBER 31, 19 


Capital:— 1 

ioojxfo Ordinary Shar® of £i ! 

eich, fully paid . | 

Sundry Creditors £6,000 j 

Bank Loan . 3»ooo 

BiUs Payable. . 2,000 i 


200,000 0 


X 1,000 [ 0 


£211,000 1 o 0 


Freehold Factory . 

Machinery and Plant 
Motor Lorries 
Stock .... 
Sundry Debtors 
Cash at Bank 

Pro6t axkd Loss Account (accu 
mulated loss) 


£ ^ 
78,500 0 o 
47,800 0 o 
3,880 0 o 
18,282 0 o 
21,820 O 0 
718 O 0 

40,000 O 0 

£211,000 0 0 


The parties concerned consented to the following reconstmction scheme. 
(a) The new company was to take over the assets of the old company, 

ca^tal of the new company was to consist of 500,000 Ordinary 

The new company was to purchase the of ^°“S^s^of 

/i6o,ooo, payable as to iri40,ooo by the issue of 280.^ 

£i each, crated with los. per share as “P. and ^2^^ m c^- 
id) The balance of lor. per share payable by lie 
company was to be paid as to 5s- on application and 55. on aDotment. 

All rtir^n.vs due on the Hcw shaTcs were paid. The expenses of reconstmc- 
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amounted to £9,ooo, and the preliminary and registration exp 
company to £ 5 , 000 . 

lie following entries are necessary to record the reconstruction 


expenses of the 


JOURNAL. 


26 


Db. 


Cr. 


19... 

Dec. 3 


RealisatKMi AccMint 
To Simdries:— 
Fceebold Factory 
Machisecy and Plant 
Motor Lorries 
Stock 

Stmdry Debtors 
Cash at Bank 
Befog the transfer of these 
pany as per terms of the 


Uprichaids (19...), I-td. . 
To RealkatioD Aoooont 


dd company. 


Shares m Upikhaids (19...), Ltd. (the new com 

-.Dr 

Tolhnchaids(i 9 ...), Ltd. . . . . 

Bmg the issue of 280.000 shares (tos. paid) as pari 
purchase price of the assets as per grfwm* 
thsday. 

„ 31 KeaKsatkm Account .Dr, 

To Sundry Creditors. 

Bong oast ot recoostnictlon schme. 



To Uprichaids (19...). Ltd. 
ring the cash poitioQ of the 

scbone dated this day. 


Snndiy Cieditofs .... 

BankLoan. 

Bills Payable 
ToCash 

“ dischaige of ^ old conmany's 
j^bfli^ and costs of reconstroctioa scbme. 
(ivffe.—In practice thb entry would be omitted.) 

Sgre^pital Aoooont (dd company). . Dr. 
To^mdries!— 

Profit and Loss Aoooont 
Kea&atioa Acooimt . 

B^g balance at the deUt of the dd oompany’s 
I^t and Les s Account, and loss <» thetaiSer 

to the new company in aocortance 

wini the scheme dated thfe day. 


- ^stribntion of the shares to the shareholdeis of Uorichaitk 
foDovmg Jonnial entry would close the books of the old company 


IhL 


Ca. 



^ fejilal Account . 
To 9 iacesm Uprichaids (19...), Ltd. 


. Dr. 



£ s. 
140^000 o 


140^000 































X 


Share Capital Account. 


Dr. 


Cr. 


19... 

Dec. 31 To Profit and Loss 

Account (debit 
balance trans> 
ferred) 

»• 3 t f> Realisation Ac* 

count (loss on 
realisation) 

„ 31 „ Balance carried 

down 


; SJ d.\ ig... 


V {j 140,000:0,0 
« . 
;£200 »ooo 0 0 


40,000 0,0 


20,000 o o 

! I 


, 1 . i 

V I 200,000; 0 1 c 


I ! 


i_LL 

:£200,000 O ! < 


1 k 

* 

1 \ 
i i 


19— i 1 i* 

Dec. 31 ; By Balance brought | • 

i doirn . • i V ll 140,000 


O I 

i 


Dr. 


Sundry Creditors 


Cr. 


19... ' 

1 

1 

J- £ ! 

, s\ 

'':d- 

19... 

Dec. 31 

1 

To Cash . . . : 

1 

1 

1 

1 

( 

26 ji 15,000 

k 1 

1 

i 

1 

1 

Oi 

1 

1 

1 

1 1 

i 0 

1 

t 

Dea 31 

.. 31 


£ 15,000 ! O i, O 

II 


By Balance . 

„ Costs of Realisa- 
tion 




V ( 6,000 ! o 


0 !< 


£15.0001'oy. 


Dr. 


19 -.. 

Dec. 31 To Cash 


Bank Loan. 


J. 1 

26 ' 


£ 

3.000 


s..i. 19... 

o 0 Dec. 31 ' By Balance 


i; £3,000 ;o,o 


Cr. 



Dr. 


19 . 

Dec. 31 To Cash 


Bills Payable. 


LI £ 

26 !) 2,000 I O . O 


t £2,000 10 0 


19... ^ 

De^ 31 By Balance 


V ; 


Cr. 


£ 

2,000 


£2.000 



Dr. 


Freehold F.\ctorv. 


Cr. 


Dec. 31 , To Balance 


£ 1 s.' d. 

78.500 ’0.0 


• £78,500 i o i o 


19 ” • 

DtL 31 ! By Realisatioo Ac* 

count 


78,500 o 


£78,500 j o 
























i * * 


LIMITED COMPANIES 


459 


xz 


LEDGER— continued. 

Machinery and Plant. 


11 


Ol 


19... 

To Balance 


£ 

5.1 

1 

d. 

19... 


D 

£ 

t. 

Itf. 

1 

Dec.3z 

V 

47,800 

0 

0 

Dee. 31 

By Realisation Ac¬ 









count 

261 

% 

« 


0 

1 

0 



1 

£47.800 

0 

0 




£47,800 

1 

0 

1 

0 


13 

Db. 


Motor Lorries 


19... 



£ 

s. 

4 . 

Dec. 31 

To Balance 

V 

3.880 

0 

0 




£3.880 

0 

0 


Dec. 13 


By Realisation Ac* 
count 





15 

Ds. 


19... 

Dec.3z 


ToBaboce 


Stock. 


IS 


£ 

18,282 

2. 

Ol 

d, 

0 

19... 
Dea 31 

By Realisation Ac¬ 

J. 

£ 

$. 

d. 


■ 

■ 


count . 

26 

18,28a 

0 

0 

£18,282 

i 

§ 




j 

D 

0 



19... 
Dec 31 


To Balance 


19 

Ds. 


TV? • 

Dec. 31 
» 31 


Sundry Debtors. 




By RealisatiQD Ac* 
coont 


J. 

26 


Cash at Bank. 



ToBalaoce 
n Cash, Ibridianils 

(19 }.Ud.,baK 

nnoe ct pnr- 


J. 

26 


718 


20,000 



uU 

00 


o 

o 


19 -.. 
DiaL 31 

f 31 


By Realisatiao Ao> 
oonnt 

„ Snndiy Creditois 


26 

26 


£ 

s. 

d. 

21,820 

0 

0 

£21,820 

0 

0 


*9 

Cb. 

£ 

s. 

d. 

718 

0 

0 


0 

0 

£w^7i8 

0 

0 


Pkofit and Loss Accoont. 



To RafawAa 



By Share Ca^tal 
Accoont 


J. 

£ 

4. 

d. 

26 

40,000 

0 

0 


£40.000 

0 

0 









































460 


23 


HIGHER BOOK-KEEPING AND ACCOUNTS 

LEDGER— continued. 

Realisation Account. 


Dr. 


J* ‘ 

Dec. 31 j To Sundry Assets . 26 

t» 31 : It Sundry Creditors 

1 (expenses of | ; 

realisation) , 26 : 


i IsJd. 

I 7 LOOO o o 


9,000 o i o 


19... ! 


1 ^ 

L ii 


23 


Cs. 


Dec. 31 ByUprichards ; 

(i9-..), Ltd.; i 

. (purchase pnce) j 26 : 160,000 
„ 31 . „ Share Capital : ! 

-Account. . i 26 '• 20.000 


: £iSo,ooo ■ o o 


j £180,000 

h 


s. d. 


0 o 


0 o 


0 , o 


25 


Uprichards (19...), Ltd 


Da, 


25 


Cr. 


^19 - ! J. ; £ s. d. 

Dec. 31 To Agreed Purchase j j , 

I Price of old j ! i 

: Company . 26 i(io,ooo o! o 


£x6o.ooOjO o 

< I i 


*9 -- ; I J* ’ £ 'sJd. 

Dec. 31 By Shares issued to ! | 

old company as i rj 1 

part purchase I 1 

price . . I 26 140,000'00 

31^ M Cash . . 26 2o,ooo|o;o 

> £160,000; 0 ‘ 0 


27 

Da. 


Shares in New Company 


27 


Ca. 


19... I 
Dec, 31; To 


280,000 Shares 
(los. paid) in 
Uprichards 
(19...), Ltd- 


IJi. 


26 1' 140,000 0 0 



The initial Balance Sheet of the new compan}^ Uprichards (19...). Ltd., 
would appear as follows:— 


Uprichards (19...), Ltd. 


BAL.\NCE SHEET. JANUARY i. 19... 
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lilusiraiion 3.—Blanks, Ltd., was registered with a capital of /loo.ooo, 
divided into 30,000 6 % Cumulative Preference Shares of /i each and 70,000 
Ordinarx' Shares of £1 each. Both classes of shares were fully subscribed and 
paid up. The company had also issued^i20 5^0 Debentures of ^loo each. 

On December 31, 19..., the Balance Sheet of the company was as follows 


Blanks, Ltd. 


BALANXE SHEET, DECEMBER 31, 19... 




/ 

s. 

d. 


t 

S. 

d. 

Issued Capital:— 





Goodwill ..... 

20,000 

0 

0 

30,000 6% Preference 





Leasehold Property . 

34.762 

0 

0 

Shares of £1 each . 

iso.ooc 




Patents ..... 

10,600 

0 

0 

70,000 Ordinary Shares 





Machinery and Plant . 

« - -t 

V 

0 

of /i each 

70,000 




Stock ..... 

1 4 

• ^ t / V V 

0 

0 



100,000 

0 

0 

Sundry Debtors 

6,557 

0 

0 

Debentures . 

• • 

12,000 

c 

0 

Cash at Bank .... 

254 

0 

0 

,, ,, Interest -\ccnied . 

600 

0 

0 

Profit and Loss .Account Balance) 

12 , 50 -D 

0 

0 

Sundry Creditors 

• « 

12,000 

0 

0 







*'124,600 

0 

0 


*'124,600 

0 

0 


ScU .—Two vears’ DiWdend on the Preference Shares is in airear. 


The company’s creditors were pressing, the Debenture interest was twelve 
months in arrear, the dixidend for the two years on the Preference Shares xvas 
in arrear, and working capital xvas urgently needed. 

Meetings of the debenture holders, the two classes of shareholders, and the 
creditors were held, and the folioxving scheme xx'as agreed to bv all parties and 
sanctioned bx’ the Court:— 


(a) A new company was to be registered as Blanks (19...,), Ltd., with a 
capital of 250,000 Ordinarx- Shares of 5s. each. 


purchase price of the old company's business xvas to be satisfied bx' 
the issue of a sufficient number of fully p'aid shares of the new company to 
meet the various agreements set out in the foUoxxnng paragraphs 

(6) Two Ordinarx’ Shares of 55. each xvere to be issued as fullv paid to the 
holder of each Preference Share of £i in the old company. 

{c) The arrears of preference dixfidend xvere to be satisfied by the issue 
of two fully paid shares of 55. each in the nexx' companx’ for ex'erx* i due. 

{d} The debenture holders were to accept fullv paid shares o*f 5s. each in 
the new company in satisfaction of the accrued interest. 

{e) The creditors xvere to receive 15s. in the £ on their debts, to be satis^ 
fied by a cash pax-ment of los. in the / and the balance of 5s. by the issue 
of fully paid shares in the new company. 

{/) One fully paid share of 55. in the nexv company was to be issued for 
ex'erx' Ordinarx* Share of £i in the old company. 


The balance of the capital of the new company was fuUv subscribed and 
paid up by seyeral of the largest shareholdei^ in the old company. 

rendered ax’ailable by the reconstruction scheme was to be 
utilised as follows:— 

The patents, goodwill, and the debit balance of the Profit and Loss \ccount 
were to be written off; Machinerx* and Plant was to be reduced by /lo 000• 

Stock by £g,ooo: and Leasehold Property by the balance ax-ailable' 

1 ou are required to prepare:— 

(i) A Statement shm,™g the shares to be allotted as fullv paid bv the 
new company. ■ ^ • 

scheme^^^ journal entries recording the fuLhlment of the reconstruction 
(3) The Cash Book. 

foUoM-mg Ledger accounts: Realisation Account and New 

Ledger accounts are required.) 
o) The initial Balance bheet of the reconstructed company. 
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It is assumed that Debentures in the new company were issued in exchange 
for Debentures in the old company, and that the Sundry Debtors and Balance 
of Cash were taken over by the new company, and that the creditors were 
paid off by the old company. 


OLD 


’S BOOKS. 


JOURNAL. 


Da. 


Ca. 


Realisation Account .... Dr. 
To Sundry Assets, viz,:— 

Leasehold Prepay ..... 
Machinery and Plant . . . . . : 

Sundry I^btors . . . . . \ 

Stock.’ 

Cash ....... i 

Being sundry assets taken over by Blanks (19 -}, 
Ltd., under reconstruction scheme. 


5% Debentures Account . . . . Dr. i 

To Realisation Account . . j 

Being Debentures taken over by Blanks (19 .), 
Lt^, under reconstruction scheme. j 

Blanks (iQ...). Ltd..Dr. i 


Blanks (19...), Ltd..Dr. 

To Realisation Account .... 

Betng agreed consideration under reoonstmetion 
scheme. 


I 

81,zoo 


43.900 


12,000 0 0 


o I 


34,762 

24,864 

6,587 

14.753 

234 


. 43.900 


2 . d. 


I ^ 

I o 


^ I 


tz^ooo 0 o 


Sundry Creditors ..... Dr. 

To Reconstruction Account .... 
Being amount written ofi Sundry Creditors under 
reconstruction scheme. 


3,000 j o o 


3,000 ! O 


Preference Share Capital Account . . Dr. j 

Ordinary Share Capital .\ccount . . Dr. | 

To Reconstruction Account . . . > 

Being amounts surrendered under reconstmetioD | 
scheme. | 

Reconstruction Account .... Dr. 

To Preference Shareholdcis* Account 
Being arrears of Pref e rence Dividend, at los. in 
the under reconstruction scheme. 

Reconstruction Account .... Dr. 

To Realisation Account .... 
Being difference between consideration and net 
assets taken over under reconstruction scheme. 

Reconstruction Account . • ' • Dr. 

To Goodwill . . • / • 

„ Patents., • • 

„ Profit and Loss Account . / . . I 

Being sundry debit balances writWo off under j 
reconstruction scheme. 

Cash 

Ordinary Shares in Blanks (19..•)• Ltd. . Dr. 

To Blanks (19...), Ltd. . .... 

Being satisfaction of consideration. 


Sundries 

Preference Share Capital Account 
Preference Shareholders’ Account 
Ordinary Share Capital Account . 

Debenture Interest Account 
Sundry Creditors . . • 

To Ordinary Shares in Blanks (19 - ), Ltd. 

„ Cash • • * • * Li ' 

Being distribution of oonsideratioa m aooordance 

with the scheme. 


15.000 

52,500 


O ! O : 

o I O '{ 

i I: 


O I o 


1,800 


1 i 

t ' ‘j 

25,300 I O , o 


43.400 


6,000 

li 37.900 


15.000 

1,800 

17,500 

600 

9,000 


o o 

O 0 


0 ' 0 


00:, 

O L 0 I; 

0 j 0 i' 

O ) o ( 

’ O ( o • 


I ll 


1,800 


25,300 


; 20,000 
; 10,600 
I 12,800 


43.900 


Ij 67.500 I 0 i o 


37,900 

6,000 


O j 0 


o ’ o 
0 i o 
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NEW COMPAQ'S BOOKS. 
JOURNAL. 


To Snndnes: 

Leasehold Property .... 
Hadimery and .... 

Stock. 

Sundry D^tois .... 

Cash ...... 

5% Debentnres .... 

Blanks, Ltd.. 

tng suDi^ assets and debentures taken over, 
and oonsidintion thoefor. 


Blanks, Ltd..Dr. 

To Ordinary Share Capital Account 
Being 151,600 Ordinary Shares of 55. each allotted 
as foUy paid as per resolution of Directors, 
dated.in part consideration. 


Cash. 

To Ordinary Share Capital Accoont 
Being cash payment in to 98,400 
Shares of 55. each, allotted as per res 
Directors ^ted. 


Blanks, Ltd.. 

To C^. 

Being balance of consideration. 


Dr. 


km of 


Dr. 


Dn. 


Cb. 


28,462 

14,864 

5»753 

6,587 

234 


o ') 

n 

oil 


37,900 


24,600 ' o 


6,000 


12,000 

43,900 


24,600 


6,000 


s. d 


37,900 o o 


o i 0 

1 


Dr. 


Dr. 


OLD COMPANY'S BOOKS 
CASH BOOK. 


Cr. 


To balance 

„ Blanks (19...), Ltd.. 



By Realisation Account 
„ Sundry Creditors . 



REALISATION ACCOUNT. 
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NEW COMPANY'S BOOKS. 

CASH BOOK. 

Dr. Cr. 


r s. d. 

To Blanks, Ltd. . 234 0 0 

„ Ordinary Shares j 1 

Capital .Account . 24,600'0:0 

; r 

By Blanks, Ltd. . . 6,000 0 0 

„ Balance carried 

down . , . : 18,834 0 0 

i24.S34 0 0 

£24,834 0 0 

To Balance brought 1 : i 

down . . . ' 16,834 0: 0 

i ' 1 i 

■ 4 

; 

i 


Blanks (19 .), Ltd. 

BALANCE SHEET. DECEMBER 31. 19... 


( 

£ ^ 

s. 

! d. 


i. 

1 

i \ i. 

1 

d. 

Capital:— 

« 



Leasehold Property 

28,462 1 0 

1 0 

1 

Nominal and Issued : 250,000 

\ 



Machinery and Plant 

. • 14,664 ! 0 

■ 0 

Ordinarv' Shares of 5s. each. 




Stock .... 

5.753 0 

0 

fully paid . 

1 

62,500 

0 

0 

Sundry Debtors 

6,587 0 

0 

5^0 Debentures 

12,000 

0 

0 

Cash .... 

. , 18,834 0 

1 

0 


£74.500 

0 

0 i 


: £74.50010 

i 0 

r 


This Balance Sheet is not intended to be laid before a General Meeting. 

Amalgamation.—Combines for the purpose of amalgamating the 
assets, liabilities, and interests of two or more businesses engaged in 
the same trade are a growing feature of modem commerce. The 
procedure of amalgamation usually involves: {a) the liquidation of all 
the combining companies, and the formation of a new company to 
purchase the combined undertakings, or {b) an increase of the capital 
of one member of the combine, and the issue of new shares to the other 
members, in satisfaction of the agreed purchase price of their businesses. 

Holding [Parent) Companies.Sometimes these combines take the 
form of Holding or Parent Companies formed to acquire the whole, or 
a controlling majoritv of the shares in other companies, cdiled Subsidiary 
Companies. Frequently also the parent company conducts a tradmg 
business on its own account. The object of such companies is to 
control the operations of the subsidiaries, and to effect economy and 
harmonv in their working. It is a simple and economic^ method of 
effecting a working amalgamation of companies engaged m similar 

^'^^'\''holding companv, and its subsidiaries are kno\vn collectively as 
a '■ group.” For many years past the larger busmess undertakmgs m 
this countn-, and still more in the United States, 

there is a limit to the size of a busmess which can be efficiently managed 
as a single undertaking, and when this limit is passed better control is 
obtained by organising it as a collection of units each of 
size and all subject to the overall general contro “f ‘'l* “ 

holiine comnanvn The control is exercised, normally, by the oppo^J' 
ISinl to ?^ boards of the subsidiar,- companies of persons who are 
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either themselves directors of the holding company or who are the 
nominees of, and under the control of, those directors. 

Prior to 194S the only special statutort* requirement as regards the 

accounts of a holding company was that (by S. 126 of the Companies 

Act, 1929) a holding company had to annex to its Balance ::^heet a 

statement, signed by the persons required to sign the Balance Sheet 

(of the holding company), showing how the profits and losses of the 

subsidiaiy companies had been dealt with for the purposes of the 

accounts of the holding company. Also, if the auditors of any 

subsidiart’ company had qualified their report, such qualification had 

to be stated. It was becominsr more and more common for a " Consoli- 
_ ^ 

dated Balance Sheet,’' shoving the position of the undertaking as a 
single body, and less commonly a “ Consolidated Profit and Loss 
Account ” to be set before the members of the holding company, but 
there was no statutory- necessity to do so. Such statements were 
usually the subject of some sort of report by the auditors of the holding 
company, but such report, again, was non-statutor\-. 

Under the 194S Act every holding company (with stated exceptions] 
is under an obligation to lay group accounts before its members 
(S. 150) at the same time as its own accounts. These accounts are 
normally to consist of a Consolidated Balance Sheet and a Consolidated 
Profit and Loss Account | 5 . 151), but some latitude is allowed if the 
directors consider that some other method is preferable i;5. 151 '2'), 
and the group accounts may be wholly or partly incorporated in'the 
holding company’s own accounts (S. 151 jj). Consolidated accounts, 
if prepared, must comply with the provisions of the Eighth Schedule. 
Part II. The preparation of consolidated accounts is a subject of 
^eat and still growing importance, and (except in simple cases 1 often 
involves accountmg problems of great difficult}-. The subject is too 
large to be dealt with in full detail in this treatise, but the le^al require¬ 
ments, together uith some simple illustrations, will be found set out in 
Chapter XIII. For a somewhat fuUer description the reader i- 
referred to the Author’s Accounting. 

We will now return to amalgamations proper. 


///us/ra/i-on.—Inchiquins, Ltd., and Uprichards, Ltd., acreod to amalsarcate, 

.\ ne’.\ company, boleil d Or, Ltd., was registered to take over the cc'mbined 

undertaking as on January- i, 19.,.. After nesotiation, the assets and liabilifes 

of tne^two comities were revalued, and agreed as set cut ;n the t.ii. 
re\'ised Balance i^heets. - 


Inchiquins, Ltd. 


BALA^*CE SHEET, DECEMBER 31. 19. 


Issued Capital 

150,000 Ordiaarv Shares of ti 

each, full jr paid . 

Sundry Creditors 
Reserve Account 
Prout and Loss Account :undii- 
tributed balance) . 


j. 


150,000 0 

i:,Si5 o 
IC.COO 0 

5,oco 0 


0 

0 

0 


Freehold Factor.’ 
Machinery and Fla 
.Motor Lorries. 


nt 


htX.-v 


5 undr>' Debtors 
Cash at Bank 




•4.4-5 

^ • % A ^ 

^ • j J - N 


14 .:5 


« V 


■iZ C 


o 

c 


c 
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Uprichards, Ltd. 


BALA^XE SHEET, DECEMBER 31. 19... 


, £ s. d. 

Issued Capital 

50,000 Ordinary Shares of £i ; 
each, fully p^d . . ' 50,000 0 0 

Sundry Creditors 8,000 0 0 

Profit and Loss Account (undis¬ 
tributed balance) . . . 10,000 0 0 

£ t. d. 

Freehold Warehouse . . 32,741 0 0 

Machinery and Plant . 12,930 0 0 

Patents .... 2,000 0 0 

Stock ..... 9,000 0 0 

Sundry Debtors . 10,889 0 0 

Cash at Hank . . 440 0 0 

£68,000 0 0 

£68,000 0 0 


The capital of the new company on the basis of the above revised Balance 
Sheets be as follows:— 


Inchiquins, Ltd. . 
Uprichards, Ltd. 


Total Assets. 

Liabilities. 

Net .\ssets. 

A 

J. 

i 

/ 

182,815 

17.815 

165,000 

68,000 

8,000 

60,000 

Capital of the 

new company 

= £'225.000 


The capital of the new’ company, issued as fully paid, will be divided as 
shown above. This means that the shareholders of Inchiquins, Ltd., will 
receive eleven new shares for eveiy ten old shares held, and the shareholders 
of Uprichards, Ltd., will receive six new shares for eveiy^ five old shares held. 
In actual practice, fractions generally arise that cannot be accurate!}’ allotted. 
These shares are therefore sold by the Liquidator, and the proceeds di-vided 
proportionately amongst the shareholders entitled to the fractions incapable 
of allotment. An alternative method is to issue fractional certificates. For 
example, if a shareholder is entitled to one-quarter of a fi share, a fractional 
certificate is issued to him with 55. credited as paid up. This can either be paid 
up in full by the recipient or sold. 

Sometimes arrangements are made with one or more of the shareholders 
who agree to purchase all fractions. The indiA-idual shareholders are then 
given pro\'isional " fractional certificates (carn-ing no di\ddend or voting 
rights) which, if presented within a given time, with other fractions to complete 
a whole share, will be exchanged for a share certificate. This practice ob^dates 
the issue of “ partly paid share certificates. 

The initial Balance Sheet of the new company, Soleil d’Or, Ltd., will 

appear as follows:— 


Soleil d'Or, Ltd. 

BALANCE SHEET. JANUARY i, 19.-. 


i i s. d. 

Capital:— 

Issued: 225,000 Ordinary 

Shares of £1 each, fully paid 225,000 o 0 
Sundry Creditors . . • ® 


£250,815 o 0 


reebold Factory and Warehouse 
lachincry and Plant 
Patents 

(otor Lorries, 
tock . 
undry Debtors 

ScVi at RanW 


c 

12^583 

37 A ^5 

2,000 

4 , 271 - 

30,325 

32,731 


$. 

0 

0 

0 

0 

0 

o 

o 


i. 

0 

0 

o 

0 

0 

o 

o 



{250,815 ! O ! 0 



The fixed assets are sUted at cost price to the new company. 
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Absorption.—The absorption of one company by another is to all 
intents identical with the amalgamation of two companies, except that, 
in the latter case, a new company is usually formed to purchase the 
assets of the amalgamating companies. When an absorption takes 
place, the larger company—the absorbing company—actually has or 
creates sufficient unissued capital to issue shares in satisfaction of the 
agreed purchase price of the undertaking absorbed. The policy of 
absorption has been extensively practised in the banking world, the 
objects being to extend operations, to eliminate competition, and to 
secure economy in working expenses. Absorption involves either a 
profit or a loss to the company absorbed, according to whether the 
price paid by the purchasing company for the assets of the vendor 
company is greater or less than the values at which those assets stand 
in the books of the vendor. 

Illustration. —Chatenays, Ltd., agreed to absorb the business of Dicksons, 

Ltd., ^ on December 31, 19..,. Chatenays agreed to discharge Dicksons' 

liabilities, to pay the expenses of absorption {£2,000), and to take over the 

assets at their Balance Sheet values. The purchase price was to be satisfied 

by ^e issue of twelve £i shares in Chatenays, Ltd., for every share of £10 

ui Dicksons, Ltd. The Balance Sheets of the two companies were as 
follows:— 
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necessary entries in the books of Cfaateirays, Ltd., ate as 


* 9 — 

Dea 31 To of 

dry Asset Ac- 
ooQnts of qM 


(other man Gash 
and good wiD, 


bat met 
Profit and 
Aooonnt) 


Didscasy Ltd. 
(other than cash) 


Sundry Assets. 


P 


14,78010 



SwAim Capital Account. 


Db. 



Dk. 


Reserve Account, 



99 
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LEDGER— continued. 
Dicksons, Limited. 


469 


II 

Db. 


II 

Cr. 


19... 

Dec. 31 To FoDy Paid Shares 
„ 31 „ San^ Liabili- 



19... 
Dec. 31 

» 3* 


By Sundry i 
Goodv^ 
count 


Ac- 



13 

Db. 


19... 

Dea 31 To Cash 


Absorption Expenses Account, 


15 

Ds. 


19... 
Dec. 31 

» 31 


To Balance 
„ Cash (Didtsoos, 
Ltd.) . 


19.., 

Dec. 31 To Balance brought 

down 


Chatenays, Ltd. 


13 


Cr. 


I 

2,000 


CASH BOOK. 


15 


Cr. 


■ J- 

Dec. 3Z By Absorption Ex« 

pcnses . 2 

n 31 r* Stance earned 

down . ^ 


2,000 


19,220 


JOURNAL 


Dr. 


£21,2201 ol o 


Cr. 


Sundries:— 

Freehold Factory 
Machinery atiH Plant. 
Sundry Debtozs 
Stock 

Cash at Bank . 

To Dicksons, Ltd. 

For the assets taken over as per 
Deconber 18. lo... 


Dr. 


agreement, dated 


Dicksons, Ltd.. 

To Share Capita] Account [ 

B^ 120,000 shares of £i each issued as fully r 
to the shardioldets of Dicksons, Ltd., as i 
chase luice of the ccxnpany^s undiertakiae as 
agreement, dated December 18, 19... 

Aheoi ^to i Expenses Account 

B^g costs of absorption to be written off o 
threeyeais. 

Dicksons, Ltd. . 1 

^o^“iry Creditms ! ! * 

„ Bills Payable . 

Fbr disebazge of these liabilities’taken over'as i 
agreanoit, dated December 18,19... 

Goodwin Account . 1 

To Dicksons, Ltd. ! ’ ' ' 

asoomt i^uesented by goodwiQ mdi^ 


Dr. 


Dr. 


Dr. 


s. d. 


122,000 


120,000 


2,000 


12,46a 

9*53B 


20,000 
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Dicksons, Ltd. 


JOURNAL. 


Dr. 


CSL 


19-- 

Dec, 31 


J1 


Realisation Account 
To Sundries :— 

Freehold Factorv 
Machinery and Plant 
Sundry I>ebtors 
Stock 

Cash at Bank . 

Being the assets taken over by Cbatenays, Ltd., 
as per agreement dated December iS, 19... 


31 Sundries :— Dr. 

Sundry Creditor. 

' Bills Payable. 

To Realisation .Account .... 
Being liabilities taken over bv Chatenavs, Ltd., 

as per agreement dated Decemb-er iS, 19... 


Dr. L.F 


i s. d. 

122,000 0 0 




s. 


45.500 

29.S64 

15,462 

I9r434 

6,740 


0 

0 

0 

0 

0 


0 

0 

0 

0 

0 


LF. 


12,462 0 
9.533 0 


0 

0 


22,000 0 


f I 


31 Chatenays, Ltd-, Fully Paid Shares Account. Dr. 
To Realisation Account .... 
Being 120,000 fully paid Ordinarv Shares issued 
■ by Chatenays, Ltd., in settlemmt of purchase 

price as per agreement dated December iS. 19... 


L.F. 120,000 0 


120,000 0 0 


Reconstructioii, Amalgamation, Absorption,—These terms, often 

appear to confuse some students. It 
ma_v be useful, therefore, briefly to recapitulate the chief signification 
of the terms. It may be pointed out in this place, that a limited 
company has no implied power to promote or acquire other companies, 
or to dispose of its undertaking unless such power e.xists under the 
. lernorandum, ^though, upon liquidation, the liquidator has such power. 

Recanstrucfion—This term usually, but far from invariablv' 
indicates that trading losses and financial stringency have compelled 

the company to re-value, or write off, some of its assks, and to reduce 
Its capital to a like e.xtent. 

Amalgamation.—This term usuaUv means that all the companies 

entering mto the combmation have been liquidated, and that the 

am^gamated assets have been purchased bv a new company formed 
tor the purpose, r ^ ^ 

indkates that a stronger has purchased or 
absorbed a weaker comply, shares in the stronger or absorbing com- 

a;Jlo«ed to the shareholders of the company absorbed in 
satisfaction of the purchase price of the absorbed company's as^et^ 

“V precise legal sisnificanJe not¬ 
withstanding that they are in common use. s'lii^cance, not 

Dissentient Shareholders.—In a reconstruction or amalt^amation it 
requently happens that the assets of the old comp^Tare ik fo 

hares, ^pecially if, bemg only partly paid, they m^olve iTabih y to 

mmmmrn 
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of the resolution, require the liquidator either to refrain from carrying 
the resolution into effect or to purchase his interest at a price to be 
fixed by agreement or arbitration. The Articles cannot deprive him of 
this right. If the liquidator elects to purchase the dissentient share¬ 
holder’s interest he must pay the price before the company is dissolved. 

If the resolution to sell for shares is not sanctioned bv the Court, 
and an order for winding-up the companv is made -withiii a year, the 
special resolution authorising the scheme will not be valid.’ Where 
there is any possibility of this occurring, the hquidator should applv 
for a supervision order. 

If the Memorandum contains the necessan,- power (as it usually 
doesl, a company may sell its undertaking for shares before it goes into 
liquidation; but it cannot divide the proceeds until wound-up. 
Distribution of capital can be made only in a winding-up, or by Order 
of the Court under S. 20S. 

Where an application has been made to the Court under S. 206 
(see p. 454) for the sanctioning of a compromise or arrangement 
between a company and its members and or creditors, and it is shown 
that the compromise or arrangement has been proposed for the purposes 
of or in connection \nth a scheme for the reconstruction of any com¬ 
pany or companies or the amalgamation of any two or more companies, 
and that under the scheme the whole or any part of the undertaking 
or the property of any company concerned in the scheme [i.e. a trans¬ 
feror company) is to be transferred to another company {i.e. a trans¬ 
feree company) the Court may make pro\ision for aU or any of the 
following matters;— 

fit) the transfer to the transferee company of the whole or any 
part of the undertaking and of the property or liabilities of any 
transferor company; 

(i) the allotting or appropriation by the transferee company of 
anv shares, debentures, pohcies, or other like interests in that com¬ 
panv which under the compromise or arrangement are to be allotted 
or appropriated by that company to or for any person; 

If) the continuation by or against the transferee company of any 
legal proceedings pending by or against any transferor company; 

li) the dissolution, without winding up, of any transferor 
company; 

1 c') the protision to be made for dissentients; 

(f) such other matters as are necessan.- to secure that the recon¬ 
struction or amalsramation shall be fuUv and effectivelv carried out 

S. 20S (li). 

The order of the Court itself effects the transfer of any propert}- or 
liabilities specified, without funher formality (S. 20S A copy 

of the order must be registered with the Registrar of Companies nithin 

set-en davs after the making of the order ( 5 . 20S ijj). 

Where a scheme or contract involving the transfer of shares or any 
class of shares in a transferor company to a transferee company has 
within four months after the making of the offer in that behalf by the 
transferee company been approved by the holders of not less than 
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nine-tenths in value of the shares affected, the transferee company 
ma}^ at any time within two months after the expiration of tlic said 
four months, give notice in the prescribed manner (statutory forms are 
prescribed) to any dissenting shareholder that it desires to acquire liis 
shares, and where such a notice is given, the transferee company shall, 
unless on an application made by the dissenting shareholder^vithin 
one month from the date on which the notice was given the Court 
thinks fit to order othenwse, be entitled and bound to acquire those 
shares on the terms on which under the scheme or contract the shares 
of the approving shareholders are to be transferred to the transferee 
company (S. 209 [i]). 

Where a notice has been given by the transferee company under the 
above provision, and the Court has not ordered to the contrary, the 
transferee company shall, on the expiration of one month from the 
date on which the notice has been given, or, if an application to the 
Court by the dissenting shareholder is then pending, after that applica¬ 
tion has been disposed of, transmit a copy of the notice to the transferor 
company and pay or transfer to the transferor company the amount 
or other consideration representing the price payable by the transferee 
pmpany for the shares which by virtue of this section that company 
is entitled to acquire, and the transferor company shall thereupon 
register the transferee compan}’ as the holder of these shares (S. 209 j Tl)- 
Any sums so received by the transferor company must be paid into a 
separate banking account, and the consideration be held in trust for 
the persons entitled thereto (S. 209 [4]). In this section the expression 
dissenting shareholder includes a shareholder who has not assented 
to the scheme or contract and any shareholder who has failed or refused 
0 transfer his shares in accordance with the scheme or contract (S. 209 [5 ■). 

Duty in case of Reconstruc- 

r f r 55 . Finance Act, 1927, as 

amended by S. 31, Finance Act, 192S, and S. 36, Finance Act 1020 

proendes relief, subject to certain conditions, from stamp duty on the 
capital of the company taking over the business. ^ 

Conversion of Business into Limited Company.—The advantages 

IT® F"’ » private basiaess into a ItaTd 

company have already been considered (see p. 262). A companv is a 

separate entity, therefore the conversion must be treated as a sale to 

an outside party, notwithstanding that no actual change mav take 
place in the management. cnange may take 

tratSf “ a conversion is to fix the nominal capital for re-is- 

be left for ^utur?e''xpan“ Th'e dSe onhelarfh"' 

for the vendor in collecting the debts and pa"ng ZSffie? "®tT 
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latest Balance Sheet of the business almost invariably forms the basis 
for the conversion, subject to any adjustment of book values, or the 
creation of a Goodwill Account, if deemed desirable. 

Illustration.—UessTS. L. and R. Uprichard decide to convert their business 
into a limited company on December 31, 19,... Profits are shared as to three- 
fifths and two-fifths respectively. The necessary preliminaries for the formation 
were taken, and the Company was registered as “ Uprichards, Ltd.,” to take 
over the business as on January i in the following year. The capital was 
fixed at 100,000 shares of £1 each. The book values of the assets were accepted 
by the Company, except that Freehold Property was to be revalued at /38 850 
and Patents at £500. The Company was to collect the book debts and pay the 
liabilities of the old firm. Any difference between these amounts was to be 
paid in cash by the vendors to the Company. The purchase price of the 
business was to be satisfied by the allotment of fully paid shares to the vendors 
The price of the GoodwiU was agreed at ;^i5,ooo, payable in fully paid shares’ 

The Book Debts were collected in full and the liabilities satisfied on 
January 31. 

The Balance Sheet of L. and R. Uprichard, as on the date of sale, was as 
follows:— 


L. & R. Uprichard. 

BALANCE SHEET, DECEMBER 31, 19 


Capital:— 

L Uprichard 
R. Uprichard 

Sondry Creditore 
Bills Payable . 


£36,000 

20,000 


56,000 

10,685 

4^520 

£71.205 



Freehold Property . 
Machinery axid Plant 
Patents 
Stock 

Sundry Debtors 
Cash at Bank 


Uprichards, Ltd. 
6 


JOURNAL. 


Dr. 


19... I 

Dec. 31 ' Sundry Assets . 

To Vendors . 
i Freehold Pro 


Dr, 


Freehold Property 
Machinery and Plant 
Patents 
Stock 


Cash at Bank. 

Beinit assets of the hrm taken over at agreed prices 
per Contract for Sale, dated Deceml^ 13, 19... 

31 GoodwO Account ..... Dr. 

To Vendors ....... 

Being agreed purchase price of the GoodwiU as per 
‘ Contract for Sale. 

i 


j 

31 j Vendors ....... Dr. 

' To Share Capital Account .... 

i Being 74,165 shares of £1 each issued as fully paid 
in dis<^rge of the purchase price of the business. 


13 

I 

3 

5 

7 

C.B. 

21 


38,850 0 
10,640 o 
300 o 
7,760 0 

1,415 ® 


15,000 0 


74,165 0 


LEDGER. 

Freehold Property 



£71.205 


Cr. 



Dr. 
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Ds. 


Cr. 



Patents Account 


Db. 


Cr. 



II 

Dr. 


Goodwill Account, 


II 


Cr. 



13 

Dr. 


* Account 




19... 

Dec. 3 


To Share Capital Ac¬ 
count . 


Jan. 31 To 


Creditors 
B 


J* £ s. d. 19... 

Dec. 31 By Sundry Assets . 
« 74.165 00 „ 31 „ Goodwin , 

Jan. 31 „ Cash re Debtors . 

21 10.685 00 „ 31 „ Cash, Balance due 
21 I 4,520 o o 1 


,3701 o I o 




£ s, d, 
59.163 o o 
15,000 o o 
14.640 o o 
565 o 0 


£69.370 I o i o 
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iuc luiudi £>daance sneet oi tne new company wonld aj 
Uprichards, Ltd. 

_ BALANCE SHEET, JANUARY i. 19... 


appear as fellows 


Capital:— 

\ominaI: roo,ooo shares 

of i'l each . . £‘100,000 

Issued: 74.165 shares of £i each . 


if 74.165 


'£74.165 ojo 



Goodwfll at cost 
Freehold Property 
Machinery ai^ Pla 
Patents at cost . 
Stock 

Cash at Bank 


£ 

15.000 

38,850 

10,640 

500 

7,760 

1.415 


The books of the old firm would be closed by means of a Realisation Account 
as follows:— 


18 


JOURNAL. 


iant 


19 •• ! 

Dec, 31 Realsation Account .Dr. 

To Sundries :— 

Freehold Property ..... 
i Machinery and Plant ..... 

i Patents. 

Stock. 

i Cash at Bank. 

I Beiiur book value of the assets sold to the com¬ 
pany as per Contract for Sale dated December 

15. 19 - 

.. 31 Uprichards, Ltd..Dr. 

To Realisation Account .... 
i Being the apeed purchase consideratiott for sale 
of the busmess as per contract dated December 

15, 19 .. 


31 Shares in Uprichards, Ltd. . . . Dr. 

To Uprichards, Ltd. 

Being 74.165 shares of £1 each issued as fully 
paid in discharge of the purchase price of the 


Realisatioii Account 
To L Uprichard . 

„ R. Uprichard . 

Beij^ respective shares of the 


prodt resulting from the sale of the busmess. 


partners 
t the busi 


Dr. 


in the 


Jan. 31 


Sundries Dr. 

To Shares in Uprkbatds, Ltd. 

L Uprichard ...... 

R- Uprichard ...... 

For di>i5ioQ of the purchase ooosideraUoQ for the 
sale of the business. 

Sundry Creditors.Dr. 

Bflh Payable ...... Dr. 

To Uprichart^, Ltd. ..... 

Being sundry liabilities paid by the company as 
per Contract for Sale. 


31 Uprichards, Ltd. ..... Dr. 

To Sund^ Debtors ..... 
Being book debts of the hnn collected by the 
j company as po' Contract for Sale. 

I 

31 ] Uprichards, Ltd. ..... Dr. 

j To 1 — L prichard ...... 

, „ R. Uprichard. 

Being cash paid by partners individually in ratio 
of 3 : 3 to company to discharge excess of | 
liat^ities over debtors as per Omtract for Sale. ; 


Dr. 


Cr. 


£ 

56365 


46,899 

27,266 


10,685 

I 4,520 


U.U.P 


35,250 

10,640 

1,500 

7.760 

*,415 


74,165 O 0 , 


16 j, 74,165 o 

24 li 


17,600 0 0 


o o 
o o 


0 o 
o o 


14,640 0 0 


565 o o 


74,165 


74,165 


0 

o 

O 


10,560 0 o 
7,040 o o 


74,165 I o o 


15.305 0 0 


14.640 i o I o 


339 o ^ 
336 0 o 
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Ds. 


19... 

Dec. 31 To 


Cs. 




19... 

Dec. 3t By Realisatioa Ao> 

coont 


35»*50 o 



Dk. 


Dec. 31 1 To Balance 


Machinery and Plant. 


£ 5.\d. 

10,640 0 0 


19... 

Dec. 31 By Realisation Ac¬ 
count 


Cr. 


£ 

10,640 


19... I 

Dec. 31 1 To Balance 


£ 

1^00 


19... 
Dec. 31 

By Realisatioa Ao- 


ooimt 


£ 




£ 

7,760 


19... 

Dec. 31 By Realisatkm Ao- 

coont 


k s, d. 
7,760 0(0 

I 


L. Uprichard, Capital Account 


f V:l i ^ 


18 4^899 


19... 
Dec. 31 

» 31 
Jan. 3x 


By Balance . 

M Share Profit on 

Sale of Bnsmess 
M U|idcbards» Ltd.. 


:46J^ 


£ 

38,000 

K^Sfio 

339 


i^6,899 


R. Uprichakd. Capital Account 


Dec. 31! To Shares 


19... 

Dec. 3 

n 3 


By Balance . 

•f Share of Profit 




Jan. 31 I ^ Updchaids^ Ltd. 


v' 

J. 

18 

x8 


£ 

20 fiO0 

7 /Ho 


•j I 
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LEDGER— c<mHnued, 


14 


Realisation Account, 




19... 
Dec. 31 
i» 31 


Cs. 


To Simdiy Assets 
H Balance earned 
down, being prO” 
fit on sale of the 



19... 

Dec. 31 To L. Uprichard, ^ths x8 
M 31 „ R. Updehard, {ths 


i s. d.1 19... 

Sb, 5^5 001 Dec 31 By 


17,600 



19... 

Dec 31 By Balance brought 

down 



16 


Shares in Uprichards, Ltd 


Dx. 


Dec 31 


To 74,165 folly paid 
shares of £1 each 





Cs. 


i s, d. 19... 

Dec 31 By L. Upnchaxd 
74,165 00 M 31 H ^ Upddiaid 



18 


Sundry Creditors. 


Db. 


Jan. 31 To Uprichards, Ltd. 


J. £ 

18 10,685 


Cb. 



20 


Dk. 


Sundry Debtors. 


19... 

Dec 3X To Balance 


£ 

14*640 



Jan. 31 By Uprichards, Ltd. 


Ck. 



22 


Bills Payable. 


Cb. 
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24 


Dr. 


LEDGER— continued. 
Uprichards, Ltd. 


24 


Cr. 


19 .. 
Dec, 31 
Jan. 31 
M 31 


To Purchase Price 
„ Sundrv Debtors 


Balance 

down 


ig... 

Jan. 31 To Sundries 


carried 


i s. a. 
74.165 o o 
14,64a 0 0 

565 0 0 

i'Sg.aro 0 0 


19... 
Dec. 31 
Jan. 31 

31 


19... 

565 0 0 Jan. 31 


By FuUy Paid Shares 
,, Sundr>'Creditois 
„ Bills Payable 


By Balance brought 
down 


f 5. i. 

•V 

74,165 0 o 
10,655 0 o 
4,520 0 0 


£69.370 o o 


565 0 o 


26 


CASH BOOK. 


Dr. 


19... 
Dec. 31 


26 


Cr. 


To Balance 


1 ' 

• ! V 

i 

i s. d. 

1,415 0 0 

19... 

Dec. 31 ' By 

Realisation 

! 1 
; J. ■ 

Ac- 

£ i 5. <i. 
1 

4 

1 


count 

. i 18 

0% 

0 

0 


MEere an arrangement is made for the purchasing company to 
collect the debts and pay the liabilities, as agent for the vendors, it 
IS undesirable for the company to enter these items in their books 
except by way of memoranda, until cash has passed. Separate columns 
may be kept m the Cash Book, or a separate Cash Book be u^ed to 
record the receipts and payments on behalf of the vendors, the indi- 
udud items being posted to the old personal accounts, handed over 
for the pu^ose. The totals can be posted periodicallv to the vendors’ 
account, thus showmg the balance due to or from them. Bad Debts 
and Discounts, allowances, etc., are thus automatically adjusted 

hmv "tL of the company itself 

vpnrin - ^ position, 1.6. that they are doing something for the 
endors, ^\^th whom they have a personal account. The entries =et 

two theoreticallv be made in the 

ontiW ° "-here the business 

thf shareholders in 

rne company are the same persons as the previous nartners it i? 

probable that the same set of double-entr\’ books will be continued in 
Sected bv thLf the most part be urn 

case to sa\e some time and labour by making a “ short cut ” makina 

rth ttT “ ' “““■'V'hfc,'' “"der thi „e,v1“sita'tior„'- 

clear for in balances as the ongmal balances in the ledger. It is 
and the qamr^ -^1 opening new ledgers for the^e 

of the transactions of rhfh hooks are regarded as a record 

y c m me ongmal book; apart from this the only ledger 




480 


fflGHER BOOK-KEEPING AND ACCOUNTS 


accoimts which are necessarily affected, and in which entries musl be 

made, are those dealing with the partners’ capital and current accounts 

and the like on the one hand, and the company’s share capital on the 
other. 

Dealt with in this way, the entries recording the conversion 
illustrated on p. 474 but assuming that the debtors and creditors were 
taken over by the company and that no cash was paid to or by the 
partners, would be as follows:— 

L. & R. Upricliards and Upiichards, Ltd, 

6 JOURNAL. 


Dr. 


19... 

Dec. 31 S 


cmdiy Assets. 
To Conveisk 


Dr. 


$. lil 


Lo Conversion Account. 
„ Freehold Proper ty . 
„ Goodwill 


Book value of assets written op on 
limited company. 


I 3,600 

•. 15,000 


o o 
o o 


Ca. 

£ 5 - 

18,600 0 


31 I ConveiskHi Account. 

To Patents .... 
Book valoe of patents written down. 


31 ' Company*$ Bank Account 
To Finn's Bank Account 


Dr. 


1,000 0 o 


: j,ooo o 


Dr. 


CB 


CB. 

21 


1,415 0 0 


Couveisiou Account.Dr. 

To L. Uprichards. 

„ R. Uprichards. 

Bo^p^t on oaovezskm shared between the part¬ 
ners in their profit-sharing ratio. 

Partners* Capital Accounts Dr. 

L Uprichards. 

R. Uprichards. 

To Snare Capital. 

Stares ssoed in satisfactkxi for transfer of net 


17,600 


1^5 


10,560 


; 46.560 o o ji 
1 27,040 00; 


73,600 o 


Dr. 


LEDGER. 

Freehold Property. 


Cr. 


Dec. 31 To Balance 
„ 31 « Cooven 


Coovenun Ac¬ 


count 


V 35,250 

J. 

6 3,600 


£38,850! o 



Dr. 


19.-. { 
Dec. 31 j To 


Patents 


! £ 

1 ^ 
S.' d. 

V j 1,500. 

i 

, 

i 

OjO 

! £1,500 

1 1 

oio 

J 1 

i 


19- 

Dec. 31 j By Cooversmn 
, connt 


Ae- 


Ba lance carried 
down 


Cr. 



£ 

Z^i 

500 


£1,500 
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Ds. 


Cr. 



Conversion Account, 


Dr. 


Cr. 


Dec. 31 To PateDts 
» 31 t, L Uprichards 
„ R. Uprichards 



19... 

Dec. 31 By S 



Dr. 


L. Uprichards, Capital Account. 


19... 

Dec. 31 To Share Capital 


Cr. 


19... 
Dec. 3 

» 3 


By Balance 
„ ConveisioD 
count 



£ \sJd. 
36,000 o o 

10,560 0 o 

£46,560 P o 


Dr. 


19... 

Dec. 31 To Share Capital 


R. Uprichards, Capital Account. 


£ s. d 19... 
27.040 o 0 Dec. 31 

.. 31 

£27,040 o 0 


By Balance 
„ Conversion 
count 


Ac- 


Cr. 


£ 5 . d. 

20,000 O 0 

7,040 o o 
£27,040 O 0 



Dr. 


Share Capital. 



Cr. 


£ s. d.| 19... 

I Dec. 31 By Sundries 



J. 

£ *. 

6 

73*600 0 


The initial Balance Sheet of Uprichards. Ltd., would be as follows 

BALANCE SHEET. JANUARY i. 19... 



Capital 

Nominal: 100,000 shares 

* _ • £100,000 

and Fulfy PM: 73,600 
^^res of £i each . 

Sundry Cremtors 
BIDs nyable . 


t,U 


73 i 6 oo 0 o 
10,68s 0 o 
4>520 0 o 

£88,805 o o 


Goodwill . 
Freeh(dd Ptopesi 
Machinery and F 
Patents 
Stock 

Sundry Debtors 
Balance at Bank 


£ s,d. 
15*000 o o 
38,850 o o 
10,640 0 o 
soo o o 
7*760 o o 
i4»fH0 0 o 
1*415 o o 

88,605 O 0 
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Profits Prior to Incorporation.—When a limited company is 
registered in order to purchase an established business, it is necessan,’ 
to fix a definite date when the undertaking is to be taken over. If 
that date is after the incorporation of the company, no difficulty arises. 
The agreed date of purchase, however, is usually “that upon which the 
last accounts of the business were prepared. The prospectus of the 
new company will then state, e.g. “ That the business of B. Blank & 
Sons will be taken over by the company as on January" i, 19...” It 
will be clear that a period of time may elapse between that date and the 
date of incorporation of the company owing to the time required for 
carrying out the necessary’ formalities for the formation and registration 
of the new company. That being so, there must be two periods during 
\yhich profits are being earned, viz. (ct) prior to incorporation, and 
(6) subsequent to incorporation. The company does not exist until it 
has been legally incorporated, and obviously until it is incorporated it 
cannot earn profits. It follows, therefore, that the profits earned 
anterior to incorporation are of a capital nature, and not available for 
division, since the company, in law, takes over the assets on the date 
of incorporation, in such a case, not on an earlier date. Anv profits 
earned prior to that date result in an increase of assets, which are 
taken over as assets, i,e. they are taken as capital. 

In view of these facts, it becomes necessar\* to apportion the 
profits between these two periods, and that portion which accrued 
prior to incorporation should be used to reduce the purchase price of 
the business. Goodwill, if anv, suggests itself as the most suitable 
item for reduction. Failing this, Land and Buildings, or similar fixed 

O' O ^ 

asset, should be credited with the amount available. If there are no 
assets that can be suitably reduced, the amount should be taken to a 
Capital Reserve Account. 

Undoubtedly, the best course to pursue would be to take stock and 
prepare accounts for the two periods. But, in the majority of cases, 
the preparation of two sets of accounts, and a double stock-taking, 
wuuld prove too great and too expensive a task. An approximate 
appiwtioninent of the profits as between the two periods is the usual 
compromise. Circumstances, and the nature of the business, must 
suggest the equitable basis for the apportionment. Where profits are 
evenly earned during the year, a time basis, though not very scientific, 
is reasonable. But a time basis would not be justified in cases where 
the trade is a '* season ” trade, or varies greatly month bv month. In 

^ ar W 

such cases, the special circumstances must be taken into account. 

A method frequently adopted is to apportion the gross profit on 
the tumot'er of the whole period between the two periods, and to 
credit each period with the proportion of the gross profit on the sales 
belonging to it. The gross profit thus arrived at is debited trith the 
charges set out in the Profit and Loss Account, apportioned on_a time 
basis, or as tliev were actually incurred during the two periods, if 
such treatment is reasonable. In most cases, it is probably more 
scientific to confine apportionments on the “ time ” basis to standing 
charsres wiiich do not var\- with the turnover, treating all other items 
on their individual merits. 
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Objections can be raised to both methods, but they are approximate 
enough for practical purposes. 

Illusiration i.—Dicksons, Ltd., was incorporated on ^larch 31. 19..., and 
acquired the business of Abel Chatenay as from the previous January i. The 
accounts of the company at the close of the first year to December 31 disclosed 
the following results:— 


£ 

40,000 

8,000 

4,200 

400,000 

80,000 

320,000 

30,220 


Gross Profit for the 5"ear ....... 

Sundry Profit and Loss Charges and Expenses 
Managing Director’s Salar>% Directors’ Fees, and other charges 
applicable to the company only 
Sales for the year . T 
Sales, Januarj' i to March 31 
Sales, April i to December 31 
Net Profit for the 5’ear 

The percentege of gross profit remained unchanged throughout the year. 
For the period January i to March 31 the proportion of gross profit 

80,000 ^ , 

For the period April i to December 31 the proportion of gross profit 

320,000 . . 

- ^35;^ £40.000 = /32,000. 

The apportonment of the profits as between the Uvo periods will then be 
arrived at as follows:— 

THE LIMITED COMPAX\-S PERIOD, March 31 to Dec. 31. 19... 


Fo Proportion of Profit and Loss 
Expenses . . . . 

M Expenses wholly applicable to 
the company 

„ Balance, being profit available 
for division 


S* 0* 


' • 


6,000 j 0 0 

I I 

4,200 loo 

I f 
! 

21,800 : o o 


By Share of Gross Profit 


£ id. 

32,000 0 o 


£32,000 0 0 


£32,000 0 0 


to tS compkte year is £30.220, and the proportion applicable 

Illusiration 2. —Blanks, Ltd., was incorporated on March to tn 
ttfs^e ve^ business of UpriSards & Son L on JanuarA”i of 

The Capital Profit (January i to March 31) was therefore 

20,000 , ^ 

85;^ of /2o,ooo = /5,ooo. 

The profit available for distribution (March 31 to December 31} was:— 

60,000 

of £20.000 = ;(i5,ooo. 

apiStS'nm'^t ol tteTofi^“SSn to base the 

each pmiod, as ,at as possihtSS7j.'bV“ d chfjis^ptfp"? 
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applicable to them. In this connection a statement should be prenared as 
under :— ^ ^ 


APPORTIONMENT OF PROFITS FOR THE YEAR ENDED 


Prior to Sutse'qusnt 

Incor- to Incor¬ 
poration. poration. 

Prior to Subseq^jent 

Incor- to Incor¬ 
poration. poratkm. 

„ £ s. i. i s. d. 

Salaries, Manaeencent 

Charges, General 

Charges and Depre¬ 
ciation . 23.060 0 0 r.041 0 0 

Bad Debts . 1,020 0 0 2co 0 0 

Interest on Deben- 

. . . 2,300 c 0 

Directors’ Fees, and 

Secretary's Salarv . 1,^25 0 0 

-A-dvertising . ‘ . 1.645 0 0 2,420 0 0 

Balance carried down 7,095 0 0 4,934 0 0 

^ i £ i. d. 

Gross Front 'based 

upon sales) . 33.620 0 0 1S4S0 0 0 

✓ 

• 

£35.620 0 0 iS^So 0 0 

£33,620 0 0 15480 0 0 


By Balance brought 

down . 7,595 0 0 4,934 0 0 


The profit applicable to the first period, as shown in the above statement 
would be carried to Reser^'e; the profit for the second period (£4,934) 
being available for distribution. 


Loss Prior to Incorporation.—The author has knowTi a purchasing 
company to be so unfortunate as to experience a loss on trading for 
the period prior to incorporation. The effect of such a loss is to 
increase the purchase price of the business, and the amount of the loss 
must be added to a suitable asset account (e.g. Good^\’ill Account), or, 
preferably, be taken to a Suspense Account to be dealt with when 
profits become available for its reduction. 

Valuation of Shares.—The Articles of private companies frequently 
pro\Tde that, in case of need, the shares are to be valued by the auditors 
of the company. Such a valuation may become necessaiy: {a) upon 
the death of a shareholder, (6) should any member desire to dispose of 
his holding. In the latter case, the Articles of the majority of private 
companies restrict the offer of shares, in the fii^t place, to existing 
members of the company. The usual bases for the valuation of shares 
are: (i) the profit basis, ( 2 ) the asset basis as disclosed by the Balance 
Sheet. 

(i) Profit Basis .—The average annual profits for from three to 
five years are ascertained and capitalised, and increased by any 
Resei^’e or other fund accumulated out of profits prior to inclusion 
in the ascertained average. 

Jllusiratioi. —Blanks, Ltd., have an issued capital i'20,000, and a Resen-e 
Fund of £4,000 representing undivided profits. The average profits for the 
past five vears amount to £4.000. It is assumed that in a business of the t\’pe 
carried on bv the company an investor in its crdinar}’ shares would look for a 
return of lo'^o- The average annual profits on this basis capitalise at £40,000, 
plus the resen-e of /4,000, "or i44,ooo in all. The value of the 20,000 shares 
mav therefore be taken at £2 45. per share. 
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(2) Asset Basis.—This rests upon the value of the assets in which 
the capital is invested, as disclosed in the Balance Sheet. By this 
method the question to be answered is: What funds would be 
available for the shareholders after all possible claims against the 
company haA'e been settled ? 


Illustration.—The following is the Balance Sheet of Rayon cl Or, Ltd.: 


B.\LAR'CE SHEET. 


I' 

CapiUl:— I 

Issued : 20,000 shares of /i each. ! 
fully paid . *■, . i> 

5% Deb^tures . . . . 

Reserve Account . . . j 

Sundry Creditors . . . j 

Profit and Loss Account (Balance). 


s: d 


20,000 

10,000 

4.000 

9,000 

1,000 


0 0 


t o 

I 0 
( 

iO 


£44,000 0 


o 

o 

0 

o 

' 0 




Goodwill . 
Sundrj’ Assets 
Cash 


I ' s. d. 
4,000 0 o 
37,000 0 0 
3,000 0 0 


1 \ 


£44,000 0 0 


nn that Goodwill Account is to be revalued periodicallv 

average annual profits for the four 
foUowmg last valuation, and that any appreciation or depreciation in 
the a^et is to be adjusted through the Reserve Account On thTs bSs of 

n 1 Assuming that the remaining assets are of the value stated in thp 

".'ppSIhS ;t' 


Capital . . , 

Resen'e Account 

L^ss Depreciation in value of Goodwill 
Profit and Loss Account 

♦ ♦ » 

Total Net Assets 


4,000 

1,000 


20,000 


3.000 

1,000 

;^24,000 


On this basis the shares may be taken to be worth /i 45. per share. 

Student must understand that the above illustrations deal with 

(/) tie taclu .on rf Wiiiu to'.?* R f “J’l ■ 

rights attach to the Ihe eren“ sSrt ^ ““a ’ <«> "'>>>* 

the company's future privets and « forth ' "’“5' ttA^t 

caUe^ut;^ '= “frequently 

for probate purposes. 
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equally suitable for such purposes. No definite Inland Revenue rules 
are laid down for such valuations. The market price of the shares for 
probate purposes must be " the price which, in the opinion of the 
Commissioners of Inland Revenue, the shares would fetch if sold in 
the open market on the terms that the purchaser should be entitled to 
be registered as the holder of the shares ” {Re Henry Jameson, deceased: 
Attorney-General v. Jameson and others, [1905]).* It must be noted 
that, for Estate Duty purposes, an open market for the shares must be 
psumed to exist in the terms of Sec. 7 (5), Finance Act, 1S94, as 
interpreted by the rule laid do^\Tl in the case quoted above, notwith¬ 
standing that a company may have Articles restricting the sale of its 
shares. 

Annual Report and Accounts.—Ever}’ company must keep proper 
books of account with respect to:— 

{a) aU sums of money received and expended by the company 
and the matters in respect of which the receipt and expenditure 
take place; 

[b] all sales and purchases of goods by the company; 

(c) the assets and habihties of the company (S. 147 [i]). 

Sub-section (2) (in the 194S Act for the first time) maUes some 
attempt to define “ proper books of account ” by sa}ing “ proper 
books of account shall not be deemed to be kept ... if there are not 
kept such books as are necessar}- to give a true and fair view of the 
state of the company's affairs and explain its transactions.” The 
books must be kept at the registered office “ or at such other place as 
the directors think fit,” and must at all times be open to inspection bv 
the directors iS. 147 j'); if books of account are kept outside Great 
Britain (as normallv with companies operating abroad) such accounts 
and returns must be sent to Great Britain at inteiwals of not more 
than six months as are necessar}- to disclose the financial position “ with 
reasonable accuracy.” 

If anv person being a director of a company fails to take aU 
reasonable steps to secure compliance by the company with the above 
requiremients, or has bv his owm wilful act been the cause of any default 
by the companv thereunder, he is, in respect of each offence, liable on 
siimmaiw conviction to imprisonment for a term not exceeding six 
months, or to a fine not exceeding £200. Imprisonment is only to be 
imposed where the Court considers that the offence was committed 
wilfully (S. 147 (4)). 

Moreover, bv S. 331, if where a company is wound up it is shown 
that proper books of account were not kept by the Company through¬ 
out the period of two }’ears immediately preceding the commencement 
of the winding-up, ever}' director, manager, or other officer who was 
knowinglv a p'arty to or'connived at the default of the company shall, 
unless he shows that he acted honestly or that in the circumstances 
in which the business of the company was carried on the default was 
excusable, be liable on conviction on indictment to imprisoimient for 
a term not exceeding one year, or on summar}’ conviction to imprison- 
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r. 


4X 

ment for a term not exceeding six months. For the ])urpo.M-s -T thi,- 
section, proper books of account shall be deemed not t.j ha'.v- Lc-n hcnt 
m the case of any company if there have nev been kept Mich book,= or 
accounts as are necessart' to exhibit and explain the transactions ami 
feancial position of the trade or business of the companv, includiii" 
books containing entnes from day to day in sufficient detail of all cad'i 
recened and cash paid, and, where the trade or business has invohcd 
de^ings m goods, statements of the annual stocktakinpes and lexceiu 
m the c^e of goods sold by way of ordinatv retail trade) of all pood- 

SisI,u„r. ,.„a 

From an examination of the above statutorv providons it will be 

obnous that every company must keep adeoua/e bo.ks of account 

and that onh by means of a complete set of books on the doubie-entrv 
system can such adequacy be assured. ■ 

Profit and Loss Account and Balance Sheet.-The directors must 
a some date not later than eighteen months after the inrorprkmS 
of the company and subsequentiv once at least in everv caleiKDr'vmr 

ffi ^he ^ps meeting a Profit anil ffi.ss Account 

reason, extend these periods (5. ^ ' ■' 

Ex* A^o^t, If app^^ni:;' !;Sle1S 

relevanrdo^ts^Vsfl'^^^ f 

registered with the Registrar (S^-) bv pI 1 

i ™Spir 

laid“teforrthe'CpTyvr ™e“ml'“"I'i!;"' 

report bv the directors udtP rnentioned above a 

affairs, (b) the amount, if anv wffich thev ^^n^panv’s 

by way of dividend, and (cfthe Imolt if T ^ 

carrj- to reserves u-ithin the rneanin^^f rhV 

-pa.ys affairs by its ^e.be^ “ndTiil'^S'r.f It' 
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rectors be harmful to the business of the company ** {e.g. by dis- 
osing confidential information to competitors or persons with whom 
►ntracts may be in course of negotiation) with " any change during 
le ye^ in the natm^ of the company's business or " in the classes 
business in which the company has an interest ” (S. 157 [2]). 

Most comp^es combine a copy of their annual accounts with the 
)tice convening the Annual Graeral Meeting and the Directors’ 
eport on the Accotmts. Page i of the folder contains the Report; 
ige 2, the Profit and Loss Accoimt and Balance Sheet; and the notice 
nvening the meeting appears as an indorsement. Nowadays, 
irectors’ Reports tend to extreme brevity, and are usually confined to: 
) A short summary of the year’s trading, with or without comparison 
ith previous years; (6) a statement showing the balance available 
r ^stribution, and its proposed allocation; (c) the names of the 
tiring Directors and Auditors, and the fact that they are eligible for 
id desire re-election. The usual character of these documents may 
; gathered from the subjoined specimen, which is an actual report 
:cept for the substitution of imaginary names. It is not uncommon 
50 to circulate with the report a print of the speech which the chair- 
an intends to make at the annual general meeting. This has a 
>uble object: (a) it saves the postage which would be incurred if the 
int were sent separately after the meeting, and (6) it may possibly 
iswer a question which a member might t^k it worth while attend- 
g the meeting to ask, thus making the trouble of attendance nn- 


anks. Ltd. 


{Typical Directors^ Report,) 


Dirbctors : 

A. B. (Chairman). 

C. D. (Mamiging Director). 

£. F. Managing Director). 

G. H., I. K., L. M. 


Secrbtary and Registered Office: 

W. H. Bury, i. High Street, Blanktown. 

Auditors : 

Abel Checker & Co.. Chartered Accountants. 99, Cross Street, Blanktown. 


Bankers: 

The Blanktown Bank. 


Notice is hereby given that the 34TH Annual General Meeting of the 
K>ve-named Company will be held at x, Iffigh Street, Blanktown. on Wednesday 
e 17th day of November. 1948, at 11.30 a.m.. for the purpose of transacting the 
Uowing business:— 


X. To receive the Accounts for the twelve months ended 31st March, 1948, 
and the Report of the Directors and Auditors, thereon. 

2. To confirm the payment of Dividends on the lYeference Shares, and me 
Interim Dividends on the Ordinary Shares, for the year ended 31st Mardi, 


1948. 

3, To elect a Director. 


Mr. G. H. retires and offers himself for re-electioik 
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4. To appoint Auditors for the ensuing year. Messrs. Abel Checker & Co., 
Chartered Accountants, retire and offer themselves for re-election. 

5. To fix the Auditors* Remuneration for the year to 31st March. 1949. 

6. To transact such other business as may be properly transacted at the 
Annual General Meeting. 

Dated this 25th day of October, 1948. 

On Behalf of the Board, 

I, High Street. 

Blanktown, 

N.B.—A Member entitled to attend and vote is entitled to appoint a Proxy to 
attend and vote instead of him. and that Proxy need not also be a member. 

Blanks, Ltd. 

Report of the Directors to the Shareholders. 

^ Company's affairs is satisfactory and 

s fully dealt with m the Chairman s Statement circulated ivith these accounts 

1947 - 

^ / 
546,110 Profit before Taxation . . . 

206 524 ' 

152.256 


159.153 Income Tax . . • . . . 

_ • • * • • 

180,433 Profits after Taxation . 

(;W<^ru«0. Ac„„. 

504,972 Leaving a Balance of . 

20,000 SM i»P0.'«l of a, follow,: 

Dividends:— ■ - • • 

Preference 

Ordinary: ■ • • . . 

First Interim paid 20th February, 1948 
Second Interim paid iith September, 1948 ! 

Leaving a Balance to carry fom ard of 


6,419 

57.750 

57.750 


265.014 

270,813 

163,053 


433.866 

28,422 

10,012 

67.375 

67.375 

£260,682 


(i) A summary of the authorised share capital. 

(u) A summary of the issued share capital. 

(w) A summary of the liabilities. 

(IV) A summary of the assets. 

latJe'olS k 

N a'SS and tSJttog'Ss*"' 

inived at. statement of how the values of the fixed assets have b^n 

JS so far as they are not 

lil 2w f“panses of the company; 
or “y issue of shares 
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(^) If it is ^own as a separate item in or is otherwise ascertain¬ 
able from the books of the company, or from any contract for the 
sme or purchase of any property to be acquired by the company or 
from any documents in the possession of the company relating to 
the stamp duty payable in respect of any such contract or the 
conversance of any such property, the amount of the goodwill and 
of any patents and trade-marks as so shown or ascertained. 

(viii) Where any liability is secured otherwise than by operation 
of law on any assete of the company, a statement that that liabihty 

IS so seciired, but it is not necessary to specify the assets on which 
the liability is secured (S. 124). 

(ix) The aggregate holding of shares in subsidiary companies; 
and the aggregate indebtedness from such companies and to such 
companies (S. 125) (see p. 529). 

(x) Capital Redemption Reserve Fund created on the redemption 
of Redeemable Preference Shares. 

(xi) Det ails of Redeemable Preference Shares and the date on 
or before which they are, or are to be liable to be redeemed (S. 46). 

(xii) So far as it has not been written off, the commission paid 
in respect of any shares or debentures and any discount on debentures 
(S. 44), and di^ount on shares issued at a d^ount (S. 47). 

(xiii) Share capital on which and rate at which interest during 
construction, etc., has been paid out of capital under S. 54. (This 
might appear in the Profit and Loss Account, but is better shown in 
the Balance Sheet.) 

(xiv) Redeemed Debentures available for re-issue (S. 75 [3]). 

(xv) Amount of loans for the purchase of fully paid shares in 
accordance with a scheme for such purchase by Trustees for the 
benefit of employees, or to employees to purchase shares for their 
own beneficial ownership (S. 45). 

(xvi) Any Reserve, General Reserve, or Reserve Fund which the 
Directors' Report specifies (S. 123 [2]). 

Either the Balance Sheet or the Profit and Loss Account must also 
isclose:— 


(xvii) The amount of any loans made during the period of the 
accounts to any Director or Ofi&cer, including loans repaid during 
the period, and the amount of any loans previously made and still 
outstanding, unless the loans were made by a moneylending company 
{e.g. a bank) in the ordinary course of business, or the loan is to an 
employee and does not exce^ ^^2,000 and is certified by the directors 
to be in accordance with the company’s practice in respect to such 


loans (S. 128). 

(xviii) The total of the amoxmt paid to directors as remuneration 
for their services by the company or any subsidiary company (ex¬ 
cluding the managing director and any sums paid in respect of olher 
offices held by directors) (S. 128). 


For outline of a Balance Sheet see pp. 497 “‘ 5 ^ 4 * 
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Signing of Balance Sheet, etc.—The Balance Sheet must be signed 
on behalf of the board by two of the directors, or by the sole director 
(S. 155 [T). The Profit and Loss Account (together with group 
accounts, if an\', to be laid before the members) must be approved by 
the board (S. 156 [2]) (though they are not signed) and attached to the 
Balance Sheet, together with the Auditors’ Report (S. 156 [ij). The 
\udit0r5’ Report must be read before the company in general meeting 
ind be open to inspection by any member (S. 162 [2]). 

Circulation of Accounts.—A copy of every' Balance Sheet which is 
0 be laid before the company in general meeting, together with 
'ever}’’ document required by law to be annexed thereto” (which 
neans a Profit and Loss Account and, where the company is a holding 
ompany, group accounts) and a copy of the Auditors’ Report, must. 
lOt ess than twenty-one days before the date of the meeting, Ire sent 
0 ever}' member of the company and to every’ debenture holder 
5 - 55S [1]). This applies whether or not the individual in question is 
ntitled to attend the meeting, and therefore includes Preference 
hareholders and members of all pri\-ate. as well as public companies, 
rior to 1948 it was sufficient to circulate the accounts seven days 
efore the meeting, and only members entitled to notice of meetings 
ere entitled to copies of the accounts; in the case of a private company' 
cen the ordinary’ members did not receive copies automatically, but 
ich a member could demand a copy on payment of a charge not 
cceeding sixpence per hundred wordsi 

Profit and Loss Account.—The statement prepared to determine 

le net profit or revenue, or the net loss, as the case mav be, for the 

iriod covered by the account, is, with the great majoritv of commercial 

nited Companies, termed the Profit and Loss Account. Assurance 

mpMies, companies working under the double-account system and 

me Trust, Finance, and Land Companies employ the term’^” Rew 
:count. 

The construction of these accounts has been fully discussed in 

solutions to company examination 
•estions demanding the^ preparation of Trading and Profit and Loss 
.counts, and Balance Sheet, will be found on pp. 497-504 The 
ident must understand, howeyer, that it is a rare Lpeflehce to find 

companies anything like the detail giyen 

Wish r exception^ for a limited company to 

bhsh a Trading or Manufactunng Account. The Profit and Loss 

count as usually published giyes yery little, if anythin? more thnn 

! mmimum statutorj- information. It is almost liwavs divided into 

ae second of rvhich (though not generallv so c jled to 

i ?he become accustom^ to 


enue 
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nder the Eighth Schedule, para. 13). and occasionally such items as 
;gal charges or registrars’ charges. In the Appropriation Section will 
6 found the balance brought forward from last year, charges for 
^^n, tran sfers to reserv es, and dividends paid prjrecommend^. 
he " gross profit ” shown in these accounts is usually arrived at as 
fcplained below. If the true gross profit is brought down, then the 
^hole of the General Expenses are debited here in one total. 

A specimen of a published Profit and Loss Account is shown on 

• 493 - 

Appropriation Account.—It is particularly necessary to prepare 
lis section of the Profit and Loss Account in the case of limited com- 
anies, since, otherwise, the account will not show at a glcuice the net 
jsult of the year’s worl^g. Some students, when answering company 
samination exercises, present the Profit and Loss Account in one 
mtinuous account, and include in it the balance brought from last 
ear, and any dividends that may have been paid. Marks are lost by 
lis treatment, which fails to show the profit for the current year, or 
3 differentiate between charges against profits and appropriations 
om profits. 

The method recommended is: Carry the net profit or loss for the 
iirrent year to the appropriate section; increase or dimin ish this sum 
y the balance brought forward from last year; debit all dividends, 
whether paid or proposed (but being careful to distinguish, as regards 
ich such item, whether it is paid or merely proposed); any transfers 
1 Reserve; any amounts written off goodwill; Directors' or Managing 
firectors' Commission on net profits; income tax chargeable on 
rofits, and similar items; all of which are appropriations out of 
rofits and not charges against them.* The final balance of the 
action will show the amount of undistributed profit to be carried 
)rward. 


Illustration. —Uprichards, Ltd., has an issued capital of ^£200,000 7% 
Preference Stock and 200,000 Ordinary Shares of £1 each, aU fully paid, "i^e 
balance of profit for the current year (ended December 31,19*1). deducting 
the half-year's preference dividend paid to June 30, 19. i, amounted to 
£55,798, and the balance brought forward from the previous year was 1,892- 
The directors made the following recommendations:— 


To provide for income tax 

To transfer to General Reserve, making that account up to £50,000 . 
To write off the balance of Debenture Issue Expenses Account . 

To pay the half year's dividend to December 31 on the Preference 


y a dividend of 5 % free of tax on the Ordinary Shares , 

:o carry forward the balance to next year. 

lese recommendations were approved at the Annual General 
jn March 16, 19.2. The dividend warrants were posted on the 
the corresponding amounts being transferred at the same time 
bank account to special Dividend Bank Accounts on which the 
drawn. Three months later the balance on the Preference 


i 

25,100 

10,000 

3-975 

3-850 

10,000 


* Commissions are, of course, chargeable ^ 
axation. We are not here concerned with this 


against profits for the purposes of 
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Bank Account (representing warrants not presented) amounted to /i6«; and 
the balance of the Ordinary Dividend Bank Account to /i8o. Assume that 
the standard rate of income tax is gs. in the £» 

The entries in the company’s books are as follows;—- 

rprichards. Ltd. 

LEDGER. 


Dr. 


19.1 

>ec. 31 

>* 3X 
3z 


>. SI 


Profit and Loss Account. 
(Appropriation Section.) 


M 3z 



19.1 

Dec. 31 By Balance firom last 


Balance brought 
down 


19.2 

Jan. X By Balance 

down 


brought 


£67.690 


M.765 0 0 


Debenturb Issxte Expenses Account. 


* 9.1 

tec. 31 To 



£ s. d . 19.X 

3.975 o o De^ 3X By Prc^t and Loss 

Account . 



£ 

3.975 




Preference Dividend Account No. 37. 


Dr. 
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Income Tax Account. 


495 


Dk. 


XI 

Cr. 



19.1 

Dec. 31 By Balance (assumed) 
,, 3X j „ Pro&t and Loss AC' 

count 


M ^ I 

y/ a.960 O j O 


j 23 ,tOO O I o 

i£a8»o6o o 0 


MAIN CASH BOOK 


Dr. 


13 


Cr. 


]' I ' 

* 9-2 I £ ^ s. d. 19.2 I 

ar. 17; To Balance (assumed) v' 23,651 * o | o Mar. 17 ) By Preference Divi- 


I ? 


£23,651 


i » 

t_ 

I o o 


- Bank Ac** 

count No. 37 

17 „ Ordinary Dividend 

Bank Account No. 

19 . * . 

x 7 M Balance carried 
forward 


1 

£ 

1 

‘1 

4 

1 

3,850 

0 

10,000 

0 


-!■ 

£23,651 

0 


Da. 


Preference Dividend Bank Account No. 37. 


X 5 


Cr. 


t 9.2 I 

X. 171 To Main Cash Book 


£ is, d, 
3*850 o o 


i j 


; £3,850 



By Preference Divi- I ]] 

dend Account 37 | 7 s 

„ Balance carried : • 

forward . y' !i 



>R. 


Ordinary Dividend Bank Account No. 19. 


*7 


Ck. 



I — 

I 3 * ^ 

.17 To Main Cash Book . 13 10,000 o o Jai% By Oidinary Dividend 


I f 


r£io^ooo^ o j o 


Account X9 
17 M Balance c 
forward 


ii £ s.d 

J I 

9 ii 9,820 o o 

* il 

I V |! 180 ] o o 

A • I I 


I t 


j £10,000 j O ‘ O 

ii 1 1 


Tie ateve Ledger Accounts have been opened by direct transferti from 

^ prito 

ases. From a techmcal and theoretical point of view it ^ 

tok accooits would Slain upon for 

Jecial De^A^nrt ^ compames like to keep such balances on a 
» complete slalntoiy aceourt which would l?dtct£t3 tJSStou." “ 
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)6 HIGHER BOOK-KEEPING AND ACCOUNTS 

Comparative Profit and Loss Accounts.—^The intelligent company 
3ok-keeper vnU. take pride in furnishing his directors with the maxi- 
lum of useful information. Particularly informative is a tabulated 
:t of accounts showing the figures for two or more years, the increases 
: decreases in the various items, and the percentages of gross and net 
rofit, and of the principal items of expenditure, to the turnover of the 
asin^. Too much elaboration will defeat its^, but there can be no 
aestion that, prepared as suggested, comparative accounts often 
rove invaluable. Such accounts are, of course, for the director's own 
and not for publication. The precise form in which the accounts 
■e to be published will be determined by the directors. 

Necessity for Exactitude.—In some particulars there is even more 
jed for exactitude in the accounts of limited companies than in those 
a sole trader. For example, in providing for waste and depreciation, 
le private trader can adjust the values of his assets at any time by 
editing the Asset Account and debiting his Capital Account with 
le amount of the desired provision. A limited company cannot do 
lis. There is the further consideration that the ownership of the 
lares of a limited company is constantly changing. Hence the rights 
■ the shareholders must be equitably adjusted within the confines of 
Lch financial period. 

The Balance SheeL—^The construction of Balance Sheets has already 
jen fully discussed in Chapter V, and httle is left to mention here, 
^ith the exception of certain Statutory Companies, no company is 
Dund to any particular form of Balance Sheet, so long as the details 
quired by the Act are properly stated. Perusal of a collection of 
iiblished Balance Sheets will reveal great diversity of form, which 
ill support the conviction, which by this time the student will doubt- 
ss have formed, that there can be no standardisation of company 
alance Sheets. The majority of companies marshal their assets in 
le order of their permanence and unrealisability, and against 

lem, as far as possible, the capital and relevant liabilities. The 
Itemative method of marshalling the assets in the order of their 
salisability and the liabilities in the order in which they must be met 
suitable for, and is usually adopted by, banks, discount houses, and 
milar concerns. Provided that the student is consistent throughout 
le Balance Sheet, he may adopt either the ascending or the descending 

:ale of realisability, and will ^ equally correct. 

So far as the ordinary manufacturing and trading assets and 
abilities are concerned, there is little or no difference between the 
instruction of the Balance Sheet of a company and that of a private 
rm engaged in a similar business. What difference there is 
om the duty imposed upon a company to protect its capital 
Lminution, except by the statutory methods already 
rofits earned, or losses incurred, caimot be added to, or^eductM 
om. the Capital Account as in the case of a private fim. They mu^ 
e separately stated as the balance of the Profit and 
his statement is a platitude, and attention is ^gam caHed to the fart, 
oly l^cause some candidates, when dealing with company accounts. 



LIMITED COMPANIES 


497 

any the profit or the loss for the year to the Share Capital Account 
IS though the accoimts were those of a private trader. The capital of 
L company as subscribed by its shareholders remains a permanent 
igure until it is increased or reduced by the methods laid down in law. 

The following undertakings must present their accoimts in the 
orm prescribed by Statute:— 


Undertaking. Source of Prescribed Fork. 

i) life Assarance Companies Assurance Companies Act, 1909. 

>) Building Societies As prescribed by the Registrar of Friendly 

Friendly Societies Societies. 

Limited companies must present their accounts at least once 
nnually. Banks issue half-yearly statements (S. 433). 


LIMITED COMPANY EXAMINATION QUESTION. 


[Based on a question set by the Royal Society of Arts.) 

Berk^e Contractors, Ltd., has a nominal capital of ;^ioo,ooo, divided into 

^hich 75,000 shares have been issued and fully railed 
Ihe Trial Balance of the Company, as on December 31,19..., was as follows:— 


TRIAL BALANCE. 




• • • 

depreciation 


268: 


Office, 


Share Capital Account .... 

Freehold Works, at Cost . , ] 

-Machinery and Plant (cost /64,ooo. depreci 
^21,140). 

-Loose Tools, at valuation .... 
Contract Executed - . , , ' 

. Poichases (Stores and Materials) ] 
^Workmen's Wages ... 

Office Salaries . . . ] ’ 

IWrectors’ Fees 

t Repairs to Machinery and Plant. . ] 

Rates and Insurance (Works. /2 268 • OffirA 
Office Expenses , . ' 

—Reserve Account . . ! ’ 

Pro^ and Loss Account Balance (Januarv i 
' Sundry Debtors . . , . 

-Sundry Creditors . . . i ' 

• Returns 

Carriage Inwards * . . * ' 

Carriage Outwards . . 

Ihsoount Account (BaJance) 

>Cashinhand . . . 

Bank Overdraft 

■ ^ 1” 


(January i 


.) 




19.. 


Dr. 

£ 

25,200 

42,860 

1,880 

24.787 

36.974 

2.796 

750 

976 

2,409 

1-527 


17,800 

296 

1.576 

941 

397 

1,284 

3.177 

424 

7.896 

680' 

526 


Cr. 

£ 

75,000 


76.842 


3.000 

891 

10,647 

1.242 


6.684 


850 


£175.156 £175.156 
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You are required to prepare Working and Profit and Loss Accounts for the 
Bar ended December 31, 19..., and a Balance Sheet as on that date. 

Before preparing these accounts the following matters must be taken into 
jnsideration; (a) On Decem^^lSi' 31 the following valuations were made—Stock 
tores and materials), /^.74r: V^ue of work done on uncompleted contracts on 
and, ;£3 ,ooo. (6) Depreciation is to be provided as follows—^Machinery and 

lant, 10% on cost; Office Furniture, 5% on cost; Loose Tools. 20% on book 
alue, (c) The Provision for Bad Debts is to be further increased by a sum equal 
> J% on the Sundry Debtors.*^ (d) Provide £250 for fees doe to Directors. 
) Insurance paid in advance amounted to—Wor^, ;^226; Office, 15. (/) The 

alance of the Preliminary Fxpenses Account is to be written off. 

For solution see pp. 499-501. 


LIMITED COMPANY EXAMINATION QUESTION. 

Advanced Stage. 


(Based an a question set by the Royal Society of A r/s.) 

On January 1, 19..., John Laing, a cigarette manufacturer, converted his 
usiness into a private limited company under the style of J. Laing & Co., Ltd. 
he Nominal Capital of the company consisted of 65,000 ^ares of £i each; 
3,000 of these shares were issued as fully paid to J. Laing and his nominees as 
le purchase price of the business. During the year /5,ooo was advanced by 
. Laing as a loan to the company at 6%, and was secur^ by the issue of ;£8,ooo 
% Debentures as collateral. 

In addition to the above, the following balances appeared in the company's 
ooks as on December 31:— 


War Loan (3!%), J^5o6; Machinery and Plant, £1,^701 Machinery and Plant 
Vdditions during the year), ^3,680; Purchases, ^124,621; Purchases Returns. 
2.841; Clearing and Dock Charges. ^584; Duty on Tobacco. ^212.622; Freight 
nd Carriage Inwards. ;£740 ; Stock (January i),/48.961; Furniture and Fitting. 
1,875; Manufacturing Wages, ;^i4,864; Machinery Repairs, £^^^\ Cash in 
and, / 68 ; Tobacco Licence, ;£ii; Sales. £^to,X29\ Sales Returns, ^4.842; 
lectric Power. ^£358 ; Rent, Rates, and Water (Factory ^£750, Office ^£120), ^870; 
office Expenses. £224; Advertising. ;£3o.ooo; Motor Lorries. ;ii, 795 ; Carriage 
►utwards. £2,0^^ ', Management Expenses. Interest, etc., £x, 9 ^ 7 '> Travelleis' 
aidxies an d C^mniission, £5^026 j Interest on ^Vax L#oan» M ac hin ery Sold 

uring the Year, ;^20o; Directors’ and Auditors’ Fees. £1.200; Office Salaries, 
2 142 * Discount Account (Debit Balance), £8,764; Removal Expenses. £1.264, 
lad Debt Provision (January i). £1.268; Motor Maintenance Expenses, £584: 
undry Creditors. £17,898; Sundry Debtors, £17.840: Bank Overdraft, £5.682; 
(ills Payable. £3,865 ; Preliminary Expenses Account, £ 933 - 


You are required to prepare Manufacturing and Profit and I^ Accounts 
3r the year ended December 31, and a Balance Sheet as on that 

When preparing these accounts, the following particulars must be taken mto 

onsideration:— 


(а) Provide for depreciation as follows; Machinery and 20%, 

Additions to Machinery and Plant, 10% ; Furnitere^d Fittings. 20 4 - 

(б) Cany forward to next year, 20% of Advertising, two-thirds 01 Pre¬ 
liminary Expenses, and half the Removal Expen^. 

(r) ^ovide £2,000 for Bad and Doubtful Debts and 10% on the gross 

amount of the Sundry Debtors for Discounts. 

(d) Wages £424. and Office Salaries £78. had acOTcd dae as on December 

31. Management Expenses paid in advance amounted to £1^. ^ 

(tf) On December 31. Stock was valued at £62,974. and Motor Lomes at 

^ (f) Provide for a dividend of 10%. 


For solution see pp. 502-504. 
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Berkshire Contractors, Ltd. 
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Icrkshirc Contractors, Ltd. 
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LDIITED COMPANY EX.AMINATION QUESTION. 

Adva>’ced Stage. 

(Based on a question set by the Royal Society of Arts.) 

Uprichards, Ltd., a manufacturing company, was registered in 19... with a 
Nominal Capital of /ioo,ooo, divided into 50,000 Ordinary Shares of £i each 
and 50,000 7% Cumulative Preference Shares of £1 each. 

The company had been formed to purchase an old established business. The 
net tangible assets taken over from the \'cndor were \ alued at j'30,000, and the 
consideration was /40,ooo, settled by the issue of co.ooo Ordinary shares of 
each and the payment of £20,000 in cash. 

As on June 30, 19..., 20,000 Ordinar}- Shares and 20.000 Preference Shares 
had been issued to the public, and fuhy subscribed. 15s. per share had been 
called and paid up on the Ordinarv' Shares, with the exception of the last call of 
2S. 6d. per share on 1,000 shares. The Preference Shares had been fullv called 
and paid up. 

ICO 6% Debentures of ;^ioo each had been issued at 96, and were fullv sub¬ 
scribed and paid up. The cost of this issue, "which was i ico, Lad not been 
written of. 

In addition to the balances represented by the above, the following balances 
were extracted from the books of the companv as on June 30, 19...;_ 

Machinerv' and Plant, £12,300 (cost £.19,500, depreciation to previous vear 
/7.200U Stan Superannuation Fund, £4.735; Ofhee Salaries, /3..s76: Directors’ 
Fees, £2,000: 3 i-‘^o Loan (investment of Superannuation Fund’ ■*'=> 500 * 
PuTtures, Fittings, and Furniture (Omce), /300 icost /700, depreciafron to 
preMous year .200): Carriage. Purchases. £37^; Carriaee.^Sales. /416; Factor.' 
Rower, £506^ Lighting and Heating iFactorv' £126, Orhee *701. /i9fj: Freehold 

bacton-, £7,692; Freehold Factorv'. Additions'"durin" the vear "“/i ’6-*- .Manu- 

fac^nng \\ages, i29,684: Manufacturing Expenses, . 1,029! Stock !at beginning 
^the>e^),_£42.642, i^tes and Insurance (Factor.-/i.526, Omce /nob 
Purchases, £109,601; Sales £156,453: Returns Inwards, /042: Returns Out- 



"iou are required to prepare Manufacturing and Profit and Loss \ccounts for 
ie year ended June 30. 19.... and a Balance Sheet as on that dtt^ 

onsfiderationf-!™'^ '' taken into 

is to be provided as follows; Motor Lorries • Phnt 
and Machinert-, loo,, Office Fixtures, Furniture, etc., 5'>,. allcakula ed on^-o"t 
f The unexpired insurance was: Factorv . S7, and Oftke . 9 

^^‘^nlh^^brrJ-DVbTor?^^ ^ ^ sun/equiva.ent to 

''wkman, and included in Manu- 
policy. ^ “ reco^erable under an Employers' Liability Insurance 

Looie Tools^x'S"” ^ 30, 19...: Stock /36,S9i; 

The Debenture Interest due, as on June 30, 19.... has not been provided 

conSbSL to^£?^76oo°“ the company's 
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EXAMIXATION QUESTIONS. 

1. The directors of a limited company forfeited i.ooo Ordinar>’ Shares of £i 
each o\Wng to non-payment of the final call of los. per share. The shares were 
subsequently re-issued to another shareholder for a cash payment of 225. 6 r/. per 
share. 

(1) Are these proceedings i?itya vires ? 

(2) WTiat steps should you take to enable you to arrive at a decision ? 

(3) How should the transactions be dealt with in the Balance Sheet which 

you are asked to certify ? (Chartered Accountants.) 

2. You are instructed by the directors of a limited company to examine and 
initial as correct all new share certificates before they are submitted to them for 
signature and sealing. 

State in detail how you would proceed, and what books and documents you 
would examine. (Chartered Accountants.) 

3. Compare and contrast the Balance Sheets necessary in: (u) Private 
Partnership; (b) Private Limited Company; (c) Public Limited Company. 
(Royal Society Arts.) 

4. ^^’hen auditing the accounts of Hugh Dickson, Ltd., you find the following 
Journal entr}’:— 


Dr. 


/ 

100 


/ 


100 


Sundr>’ Shareholders ..... 

To Interest Account .... 

For interest at 6°o on calls in arrear. 

Do you approye of this entr\- ? If so, under what conditions ? (Chartered 
A ccountants.) 

y limited company, registered on March 31, takes over the assets and 

habihties of a trading concern as on Januarv' i. The profits for the six months 

to June 30 were £5,000. How would you^deal with this sum on closing the 

hooks on June 30? Is the profit available for distribution? (Chartered 
Accountants.) 

6. A limited company was incorporated on April 15, 19..., to take over the 
business of a vendor firm as from December 31 previous. The Agreement for 
iale was entered into by the vendors with a trustee for the intended companv on 
-March 31 and was expressly referred to, and its adoption bv the companv 
prowded for, in the Articles of Association. It contained provisions that all the 

rJTt ^ December 31, 19..., should belong to the companv. 

and Lhat the \endors should continue trading in the usual wav for the benefit of 

e company until completion, and be indemnified and account accordingly. 

The agreement was adopted on April 30. and completion took place on Mav^i 

anH accounts for the year show a net profit for the whole vear of /12'000’ 

eoi ^ dividend. What consideraiion^ 

go\ era the aetermmation of the amount distributable ? [Chartered Accountants ) 

allotted mone), £25,000, is paid, and the consideration shares are 

holdm' s'?sTam 7 faX"n^ fShareholders 

the Artcles of A^fatiS.^ ^ 

fact?the 

Xominal'caoi^t’o^tbp accumulated a Reser\-e Account of /jo.ooo. The 

2X000 s^t^^'^Lle beenTs^u^ ITflV' 

distribute the Reser\-e \cconnt hi-directors propose to 
shares held. What is vour min'' f share for ever\- four 

in order to record the new i«iip'°n'f P'’°P°^^ '' the entries necessar\- 

Sheet. [Royal stSv aZ ) "" Company's books and Balance 



510 HIGHER BOOK-KEEPING AND ACCOUNTS 


9. The Exotic Mining Company, Ltd*, with an Authorised Capital of /so 001 
undertook on June i. 19.... to bny tile Exotic ” and “ Eldorado ” gol£m^ 
claims from the General Agency Company. Ltd., for /lo.ooo, payable as 1 
£1,000 m cash. ^ to £4,000 in folly paid Ordinary Shares, taken at par, and as 1 
£5,000 in 6% First Mortgage Debentures. 

^ June 7, 19,.., the Dimpany offered for subscription 40,000 £i Ordinal 
Shares at a premium of 25. per share, payable 5s. per shar e (including 2s. preminn 

on application, 5s. per share on allotment, and the balance of 12s. per share 0 
July 15, 19..., 

Applications were received for 35.950 shares, all of which were allotted c 
June 10, 19.,., All allotment moneys were dnly paid on Jnne 14, 19..., 

The purchase agreement was carried ont on June 10, 19..., the requisil 
allotments of shares and debentures and the payment of rash then being maH** 

Ail shareholders, except one holding 100 slmres, duly paid the rails due 0 
Joly 15- 

The shares belonging to the defanlting member were declared to be foxfeite 
by ^^Board on July 31, and were re-issued by the Board on August 7 to ti 
chairman (the Hon. Hugo Porter, M.P.), on his paying in rash the 12s. per shai 
left unpaid by the original allott^. 

Pass these transactions through the Company's books of account, and prepai 
a Balance Sheet at their conclusion. {Lcn£m Chamber Commerce.) 

10. The following are Balance Sheets of two Companies, A and B, on June 3* 
19...:— 

Company A. 


Share Capital, fully paid 
Forfeited Shara Accounts 
Debentures 

Plant and Machinery . 
Freehold Property 
Bank Account . 
Goodwill 
Sundry Creditors 
Sundry Debtors . 

Stock 

Profit and Loss Account 


£ 

I49»500 

125 

40.000 


5.875 

20,000 


£ 


37.500 

43.000 

2,000 

40,000 

25,000 

68,000 


Company B, 

Share Capital ..... 
Debentures ... 

Calls in arrear . . . . . 

Plant and Machinery .... 
Freehold Property .... 
Debtors and Credhors .... 

Stock. 

Profit and Loss Account 

Goodwill ...... 


£215.500 

£215.500 

£ 

40.000 

£ 

3,000 

500 


2.500 

2.000 

25,000 

22,500 

z8,ooo 


16.500 


6,000 

£68.000 

£68.000 


Company A decides to take over Company B, and agrees to discharge 
liabilities and debentures and take over all the assets, the consid^tion ben 
£1,200 and £30,000 shares in Company A, issued as fully paid u p. n 
rails in arrear are worthless, and the shares were forfeited by the Dirtilois ( 
Company A prior to amaJ^mation. Company B is to pay its own costs < 

liquidation. ^ - 

Draw up a Balance Sheet of the new Company as the result of the incorpor 

tion. (Incorporated Accountants.) 
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11. The Re.\ Ccmpany. Ltd., agreed to purchase from Alfred Pratt the assets 
and goodwill of his business, which were as follows: Freeholds, £3,000; Plant, 
,'S,ooo: Goodwill, £7,000: Stock, £2,000 = Total Assets of £20,000. Payment 
was made on November i. 10..., as to /i^.ooo in 5*^0 Debentures, and the balance 
in Ordinan* Shares of £i each, valued at a premium of 55. each. Show the 
necessar}' entries in the books of the Company to record the transactions. 

12. limited companv is formed to purchase an existing business with a 
nominal capital of /200,ooo, one-half in Ordinary and one-half in Preference 
Shares of £1 each. 60,000 of the Ordinary Shares are issued at a premium of 55. 
per sharefthe Preference Shares being all issued at par; 5s. per share being 
pavable on application and 105. on allotment in each case. £20,000 6 ^’^ 
Debentures are unden\Titten at 98^^-,. On account of the purchase money of 
£54.000 a sum of £5,000 is paid in discharge of the liabilities of the vendor, and 
the following assets taken over: Stock-in-trade, £12,000; Book Debts, £20,000; 
Machinerv and Plant, £6.000. 

Journalise the entries necessary for recording the purchase in the books of 
the company. iI>iccrpoyattd Acccun'aKis,) 

13. On January i, 19..., a company, with a Nominal Capital of £20,000, 
divided into 10,000 Ordinary Shares of £1 each, and i.oco 6^,^ Preference Shares 
of £10 each, was formed to acquire the business of Albert Durand. It was 
agreed to allot as fully paid to the vendor, as purchase consideration of the assets 
acquired, 5,000 Ordinary Shares and 500 Preference Shares. On January 5. 
ro..., the balance of the Ordinary Shares was issued to the public at a premuirn 
of 55. per share, and 75'=o of this issue was duly applied for, the terms of subscrip¬ 
tion being los. per share (including the premiumj on application, 7s. 6d. per share 
on allotment, and the balance on March 31, 19.... 

The company carried out its agreement with Albert Durand, and went to 
allotment on January 12. All cash due on application and allotment was paid 
with the exception of that due on allotment of 500 shares to \*ictor Verdicr. 
These shares were forfeited by resolution of the directors on March 15. 19..., and 
were re-issued on March 22, 19..., to Hugh Dickson on pavment of the amount 
due on the shares. 

You are required to show how these transactions would appear in the books 
of the company, assuming that the call due on March 31, 19..., has been made, 
but that no cash has been received in respect of it. {London Chamber Commerce.) 

14. Simcox and Westbt s Balance i>heet at December 31* tQ.i, showed tlic 

foUowing figures: Land and Works, £120,000; Stocks and Work in progress 

£70.000: Patents. Licences, etc., £10,000; Book Debts. £60,000; Cash at 

Bankers and m hand, £40,000; Bids Receivable, £10.000 Trade and Cash 
creditors, ^100,000. 

They sold the business to a companv (which was formed with a Share Capital 

i200,ooo, divided into 100,000 Ordinarv and 100,000 Preference Shares of -iT 
rach and a Mortgage Debenture Capital of /loo.ooo) for £300,000, to be satisfied 
2 ^ the laaue to them of the v. hole of the Ordinan- Shares, 50,000 of the Preference 
shares, £50,000 Debentures, and the balance in cash 

The balance of the Preference Shares (at par) and of the Debentures (at 10.1 
vere issued to and taken up and paid for by the public as follows^ 


On application 
On allotment 
On March 31, 19.2 


Preference 

Shares. 

25 . 

85. 

105 . 


Deben¬ 

tures. 

25% 

40% 

40% 


L ndeni .iting and preliminary expenses amounted to /i6 ooo 

1 rcompanv's books, and prepare the onenme 
balance Sheet. {Chayteyed Accountants.) me opening 

transitions of 

^ ^ f * 
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(2) January 10, 19.,.—The company allotted to vendors, in part payment 

purchase of these assets, 800 fully paid Ordinan* Shares of £10 each aid issn 

25 Mortgage Debentures of /loo each in satisfaction of the balance of purchs 
monev, ^ 


(3) January 15, 19...—The company allotted to applicants 1,000 Ordina 
Shar^ of /lo each, having received on same date £2 per share, the amon 
payable on apphcation and allotment. 

(4) February 15, 19,,.—First call of £2 per share made on 1,000 Ordina 
ohares. 


(5) February 20, 19...—Payment of first call received in full. 

(6) March i, 19...—The company received £2,^00 in respect of Book Del 
due to vendors, agreed to be collected on their behalf. Vendors agreed 
^cept 30 Mortgage Debentures of £100 each in pa\*ment thereof, and tht 
Debentures were issued to them on this date. 

(7) 1, 19...—Certain shareholders being desirous of papng up t 
balance due on their shares pending further calls, the company agreed to all( 
them 5®0 per annum interest on the calls paid in advance. £^,000 was receiv 
on this date from shareholders under this arrangement. 

(S) April 15, 19..,—The company applied the sum of £2,300 in redeem! 
20 Debentures of £100 each at a premium of io^q with £100 interest thereon 
date of redemption- 

in addition to the entries in the Books of Account, state briefly what ott 
entries must be made in the records of the company in respect of the abo 
transactions. [Chartered Accountants.) 

16. The Esk Vale Lumber Company, Ltd., agreed to purchase the busint 
of O. Henr\*, timber merchant, as on Januar>-'"i, 19.... O. Heniy's Balan 
Sheet on that date was as follows:— 


Liabilities. 

/ 

_ s 

Sundr>’ Creditors 

2,500 

Bills Payable 

6.000 

Loan on Mortgage of Land 


and Buildings contra 

10,000 

Bank Overdraft . 

15,000 

0 . Henr5’'s Capital 

32,500 


Assets. / 

Land and Buildings (subject 

to Mortgage contra^ . . 30,0 

Fixed Plant and Machinert* . 10,0 

Loose Plant and Tools . 3,0 

Stock-in-trade . . ’ . 12,0 

Sundrt* Debtors . . . 10,5 

Cash in hand ... 5 


£66,0 


£66,000 


The purchase price ^vas fixed at £55,000; and, in addition, the Esk V« 
Company, Ltd., took over the mortgage, and agreed to discharge the liabilit 
to Sundrv' Creditors and upon Bills Payable. The purchase price was to 
discharged by the payment of £20.000 in cash and the allotment of £20,0 
Ordinart* Shares, fully paid, and £15,000 6®o Cumulative Preference Shar* 
fully paid. 

The purchase was completed by the payment of the cash and the allotment 
the shares on Februart* 2, 19.... 

Make the necessart' Journal entries (in the books of the Esk Vale Lumt 
Company, Ltd.) for recording the above transactions. [Chartered Accountants 

17. The Wire Rope Company. Ltd., was formed to acquire the business 
Galt 6 c Co., whose Balance Sheet at the date of purchase was agreed as follows: 


Liabilities. £ ' Assets. £ 

Creditors .... 2,500 Cash in hand . . . i 

Capital .... 13,000 : Cash at Bank ... 8 

Debtors . . . .3,1 

■ Stock-in-trade . - 5.0 

Fixtures, etc. ... 5 

Machinery' .... 3>9 

Leasehold Premises . . 2,0 


i 15.500 
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The agreement entered into provided that the purchase price should be 
/i8,ooo, payable as to /i2,ooo in cash, and as to /6,ooo by the allotment ol 
6,000 fully paid shares of/i each in the Company. The Nominal Capital of the 
Company was /yo.ooo, of which 20.000 shares of /i each were allotted on July i, 
19..., payable as to los. on application and los. on allotment. The whole of the 
cash due in respect of the shares was duly recei\'ed. The cash consideration was 
paid by the Company on July 20, and the vendor’s shares were allotted on that 
date. The preliminan,* expenses amounted to /400. 

Open the books of the Company, recording the above transactions, and 
prepare a Balance Sheet as at July 20. (Incorporated Accountayxts,) 


18. The Atalanta Insurance Company (having on June 30, ig..., a called-up 
Capital of /250,ooo in Iio shares, Ix paid, quoted on the market at £22 los., and 
a Reser\'e Fund of /i,500,000) purchases, on November 30, 19..., the business of 
the X.Y.Z. Insurance Company (having on June 30, 19..., a called-up Capital of 
£200,000 in /20 shares. £2 paid, quoted on the market at £8 105., and a Reserve 
Fund of £600,000) for £45 for each five shares, giving one-half of the consideration 
in its shares taken at the value of £22 105. each, and one-half in 4°^ Debenture 
Stock taken at par. In addition, 75. a share in cash is to be given by way of 
dividend to December 31, 19.... 

Show how the accounts of the Atalanta Company will stand after the purchase 
has been completed. (Chartered Accountants.) 

19. The A Company, Ltd., in 19..., sold one department of its business to 
the B Company, Ltd. The value of this branch, according to the books of the 
Company, was £20,000. The purchase price was fixed at £30,000, to be dis¬ 
charged by the issue to the A Company, Ltd., of 30,000 Ordinary Shares of /i 
each, fully paid, in the B Company, Ltd. 

The A Company, Ltd., had borrowed from S. Antony £20,000 at and 
the B Company, Ltd., being very prosperous. Antony, in'iqT.., agreed to a’ceept 
10,000 B Company shares at £2 per share in discharge of the loan. These shares 
were accordingly transferred to Antony on June 30, 19.... 

Draft the Journal entries necessan.- to record the aboye transactions in the 
books of the A Company, Ltd. How would you deal with the apparent profit on 

the sale to the B Company, Ltd., and on the'transfer of the B shares to Antony > 
(Chartered Accountants.) 


20. The Simplex Engineering Company, Ltd., purchased certain patents from 
y Bantock under an agreement dated June 30, 19..., at a cost of /40,ooo, 

1,000 of this sum was to be paid to the vendors in cash, and the balance in 
fully paid £io Ordinar\' Shares. 

Including the shares allotted as fully paid to the vendors, the Companv 
of°^/'5.ooo, consisting of /so.ooo in Ordinary- Shares 

anH °° allotment, and £5 at the end of three months), 

and /2:>,ooo in 5% Preference Shares of £5 each {£i on application, iz on allot- 
ment, and £2 at the end of three months). 

Under the agreement with Bantock, the patents passed to the Companv on 
July 9, 19.,., which date was also the date of allotment ^ ' 

^“11>’ subscribed and dulv paid for 

ith the exception of £200 calls in arrear on the Preference Shares ’ \11 ra.'sh 
vas paid direct to the Company's Bankers eierence snares. All cash 

necessart- entries in the books of the companv to give effect to the 
ibove transactions, and show how they would appear in the Companv'rfirsr 
Balance Sheet. {London Chamber Commerce.) ^ 

O^yecember 31, 19..., the Spen Main Collierv Companv ltd 
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transactions, and the information, in respect thereof, which should appear on t] 
Balance Sheet of the Company as on December 31,19.... {Chatiered Accountant 

22. The following particulars have been extracted from the Balance Sheet 
Soleil d'Or. Ltd., as on December 31, 19...:— 


Capital. 


Nominal: lo.ooo 5% Preference Shares of £5 each . 
100,000 Ordinary' Shares of £i each 

£ 

50.000 

100,000 

£ 


£150,000 


Issued: 5.000 5% Preference Shares of £5 each 
50,000 Ordinary Shares of £i each 

Reserve Fund 

Profit and Loss Account (Balance) 

25,000 

50,000 

75.000 

20,000 

12,000 


During the year 19... resolutions were duly passed as follows:— 

(i) A resolution converting the Preference Shares into Preference Shares 
£i each. 

{2) A resolution declaring a bonus of 20% on the Ordinary Shares, to 
provided as to /6,ooo out of the Reserve Fund, and as to the remainder c 
of the balance of Profit and Loss Account. The bonus to be satisfied by 1 
issue of one fully paid Ordinarj'^ Share for every five Ordinary Shares held. 

Give the Journal entries which are necessary to carry out the above reso 
tions, and show how they would affect the Balance Sheet of the Company as 
December 31. 19.... Assume that the profit for the year 19... amounted 
^£4,000. {London Chamber Commerce.) 

23. On December 31, 19..., the Balance Sheet of Ravary's, Ltd., was 
follows:— 


Liabilities. £ 

Nominal Capital. £20,000, 
divided into 10,000 6% 
Cumulative Reference 
Shares of £i each, and 
10.000 Ordinary Shares of 
£i each. 

Paid-up Capital:— 

6,000 Ordinary Shares . 6,000 

6,000 Preference Shares . 6,000 

12,000 

5% Debentures 

Sundry Creditors 5 *^^^ 

Bills Payable 

Bank 0 ^'■e^d^a^t 4,000 

£27.000 


I Assets. £ 

{ Land and Buildings . . 2,( 

i Plant and Machineiy . . 5,( 

Tools and Utensils . . i,< 

Stock . . . - 7.^ 

Sundry Debtors . . - 3 »< 

Bills Receivable . . . < 

Cash . . . . : 

Profit and Loss Account:— 

Dr. Balance . . 8,< 


£27.' 


It was decided to reconstruct the Company, and for this purpose Mvai 
fiQ...) Ltd. was registered with a Capital of £20,000, divided into 8,000 Ordm 
Shares of £1 each, and 12,000 7% Preference Shares of £1 each, to take over 

assets and liabilities of the old company. ^ r, ,,, 

The Debenture holders of Ravary’s, Ltd., agreed to accept 7% Cumulal 

Preference Shares in Ravary’s (19 . ), Ltd., in exchange for their Debentnres. 
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The Preference shareholders in Ravaiy's, Ltd., were to receive one Preference 
Share in Ravary*s (19.. .)j Ltd., for every three shares held by them in the old 
company. 

The Ordinary shareholders were to be allotted one Ordinary Share, 155. paid, 
in Ravary's (19...)» Ltd., in exchange for every four shares held by them in the 
old company. 

The costs of the liquidation of Ravary's, Ltd., were paid by the new company. 

Give the Journal entries necessary to record the above transactions in the 
books of Ravary's, Ltd. [Chartered Accountants,) 

24. Two companies, O and P, amalgamate and form a new company. 

The position of the two companies was as follows:— 



0 Company. 


Capital paid up . 

i 

30,000 

Debtors 

£ 

. . 18,000 

Debentures 

5,000 

Stock 

w 

20,000 

Creditors . 

Profit and Loss Account 

5.000 

3,000 

£43,000 

Goodwill 

5,000 

^ 3.000 


Capital paid up . 
Cr^tors . 

Profit and Loss Account 


P Company. 

/ 

20,000 Debtors 
8,000 Stock 
2,000 

^^30,000 


i 

20,000 

10,000 


;^30,000 


The averag^rofits ^ the O and P Companies have been /3,ooo and /2 000 

r’ " Q Company agrees with the O and P ^mpanies to take 

concerns for the sum of £60,000, and, in addition, to^discharge aU 
liab^ties; ^10,000 to be paid m cash, and the balance in shares ® 

-I r °° .conversion is to be divided between the shareholders of the 

L^mpSS!^'^ “ proportion as the profits previously earned by 

Draw up a Purchase Account on the completion of the O Comnanv and 
ihow ^ tte Share Capi^ Accounts in the O and P Companies should^be dosed 

slrares in O Company and 4,000 £1 shares in P Comnanv 

:ompary"7wM^d“^°2^7 the^ ne^w 

ach taking, as payment for his Spitalf^Tpaid-un^W^S ^ ^40.000; 


AS assets and liabilities were: Stock oaa• 

■£*«:’ S.»d,y Credit: IJIII; 

Receivable. i^i.sSof^B^l^lit^Bai^'/^ago’^^TinS^r 

R^^ble £3,860: Balance at f= 

Bills Payable. £5,852; Reserve Fund. £5,000” ' ^ Creditors, £1. 


Bills 

Bills 

Bills 

Bills 
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Prepare the initial Balance Sheet of the Company. The preliminary expense 
Of formation, amounting to were paid. (Chartered Accountants.) 

4. 4.^ auditing the books of a limited company, you find the under 

stated Journal entrj^:— 


Loan Account. Dr. ...... 

To London and Loamshire Bank 

For loan secured by the issue of /i2,ooo of the 
S% Debentures of the company.^ 


£ 

10,000 


£ 

10,000 


Explain the meaning of this entn% and state how the transaction shouli 
appear in the published Balance Sheet of the company. (Chartered Accountants. 

27 ; The following are the Balance Sheets on December 31, 19..., of the Fa 
and Nefas Companies respectively:— 


Fas Company, Ltd. 

Liabilities. £ Assets. 

Capital, 100,000 shares, Freehold Premises 

each, fully paid . . 100,000 , Machinery and Plant . 

Sundry' Creditors . . 18,129 Sundry Debtors 

Reser\’e .... 7,000 Stock 

Profit and Loss, balance 16.440 Cash in Bank and in hand 

^141.569 


£ 

22,50 

32.65 

24.68 

38,641 

23,08 


Xefas Company, Ltd. 

Liabilities. £ \ Assets. 

Capital. 6,000 shares, £^ \ Machinery' and Plant, cost 

each, fully paid . . 30.000 ! Sundry Debtors 

Sundr\’ Creditors . . 10.270 ; Stock 

Cash 

Profit and Loss, balance 

A0.270 ; £40.27: 


It is agreed that the Fas Company shall purchase the Nefas Company as oi 
December 31, 19..., on the follo^^^ng basis:— 

(x) A dividend of 15% to the shareholders of the Fas Company, to b 
declared prior to the amalgamation. 

(2) The Fas Company to take over the assets of the Nefas Company, th 
consideration being: (a) The payment of the liabilities of the Nefas Company 
(A) the payment of the costs of amalgamation; (c) the issue to the shareholder 
of the Nefas Company of seven fully paid shares of £i each in the Fas Compan; 
for ever}* two fully paid shares in the Nefas Company. 

The costs of amalgamation amounted to ^1,206. The floating assets of th 
Nefas Company were worth the values stated on the Balance Sheet. Draft th 
Journal entries recording the purchase in the books of the Fas Company, an< 
set out the Balance Sheet of the Company after the amalgamation. (Chartere 
A ccountants.) 

28. Two companies carr}*ing on similar businesses decide to amalgamate a 
on and from Januar}^ i, 19.... 

Their respective agreed Balance Sheets at December 31 previous were a 

#n11nu.*c •-_* 
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X Company, Ltd. 


Liabilities. 

L 

Assets. 

/ 

7,SOO Ordinary Shares. £io 


j Freehold Land and Buildings 

12,000 

each • • • • 

75,000 

■ Plant and Machinery (less 


Sundry Creditors 

4.000 

' depreciation) . 

19.500 

Reserve Fund 

5.000 

' Stock .... 

15,000 

Profit and Loss Account 

2.000 

: Sundrv' Debtors . 

8,000 



w 

Cash in hand and at Bank 

1,500 


1 

Goodwill .... 

30.000 


£86,000 i 


_^86,ooo 


Y Company, Ltd. 


Liabilities. 

i '■ 

Assets. 

/ 

5,000 Ordinary Shares of £ro 

s 

\ 

Plant and Machinery . 

25,000 

each .... 

50,000 

Stock .... 

I 2,000 

Sundry Creditors 

3.500 1 

Sundry Debtors . 

6,000 

Depreciation Fund 

2.500 1 

Cash in hand and at Bankers 

500 

Profit and Loss Account 

2,500 

Goodwill .... 

15.000 


;{ 58 . 5 oo , 


,{58.500 


X Company, Ltd., which has been in existence for several years, has regularly 
depreciated plant and machinery', but Y Company. Ltd.,' onlv commenced 
business on January i. 19..., and plant and machinery stands at cost, depreciation 
having been provided for by means of a Depreciation Fund. 

It is agreed that the combined Company shall take over the assets (including 
good\^nU) and discharge the liabilities of each Company on the basis of the fieures 
in their respective Balance Sheets. ' 

The Capital of the combined Company was £200,000, divided into 100,000 

□rdmary Shares of £i each, and 100,000 6% Cumulative Preference Shares of /i 
sach. 


The conibined Company issued £15.000 Ordinary' Shares at par for cash and 
igre^ to allot ^each shareholder in the X and Y Companies five Ordinary and 

ive Reference Shar^ of £i each, fully paid, in exchange for each /lo share held 
Dy them, and to discharge any balance in cash. 

Draw up the Balance Sheet of the combined Company, after the above 
Tansactions have been completed, and show what each shareholder in the Z and 

4cc^^an/T) '‘eceive m shares in the new Company and in cash. {Chartered 


29. Two private companies, the A Company, Ltd., and B Company Ltd 
imalgamate m the following manner:_ P . » ■* 

A holding company called the C Company. Ltd., was registered on Tulv i 

f hnVh ^ Capital of ^200,000 in /i shares, to purchase all tL Ordinary Shares 
i both Companies. X. the Managing Director of the A Company Ltd and Y 

D„«tor of .ho B Cmp.ny, Ltd,, oach took upffi p“d for. o'o 

sisgiisasssssis 

The A Company. Ltd., shareholders received one /i sharp biiu- 
Company, Ltd., in exchange for each of their Ordinarv Shares Th^ R r ^ 
td., shareholders received Sne and a half /i shares fnil n 

td in ekchaneo for each of thjlr Ordl„ai^?hS ’ ^ 

. i.,/oJ”*“paid"oaK|'Sr’ rtd.. amoohUng 
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Maice tr.e necessary enrnes in th? books of the three companies to eive effec 
to the above arrangements, and set out the opening Balance Sheet'of the i 
Company. Ltd. ^Ckurizr^d A::o:'Ktji:ts.) 

30.^ The X Company agreed to taKe over the Y Companv as a going concen 
The X Company was to pay the debentures and liabilities of the Y Compan^ 
and take over the assets, the consideration being the issue by the X Companv c 
40,000 iuhy paid shares of £i each, and the payment of £3,000 in cash to the 

Company. The X Company was to pay the liquidation expenses, which amounte 
to £1,400. 


The balances in the books of the 
absorption, are as foUov. s :— 

respectiv 

e Companies 

A 

as on 

the date c 


X 

Y 

X 

Y 


Dr. 

Dr. 

Cr. 

Cr. 


• 



> 

i 

X’ominal Share Capital: —■ 





X Company, 200,cco shares 0: £1 





each. 




$ 

A” Comoanv, “s.coo shares of 





each. 





Capital issued .... 

— 

— 

I SO ,000 

50,000 

Unpaid Calls .... 

5 CO 

100 



5^0 Debentures .... 


— 

50,000 

10,000 

Freehold and Leasehold Frerertv . 

1^3.33^ 

35.^^-^2 

— 


Goodudil ..... 

to,000 

5,coo 



Sundn* Creditors .... 


— 

s. 34 ^ 

4.362 

Sundrv* Debtors .... 

7.240 

3-9^4 



Bank Balances .... 

i6.b^42 


— 

2,coo 

Stock ...... 

17,926 




plant and Machiner.* 

3^:oS 

10.459 



Bills Receivable .... 

3,621 


— 


Profit and Less Account Balance . 



9A^5 

2.695 


c - ^ ^• 1 

*00.0 y- 

ClS,227 

169,05 7 


Assume that the abs. rption was duly enecteJ, but that the unpaid calls an' 
a bock 'Uebt of - 4-:o due to the Y Company proved irrecoverable. 

Prepare the' Balance Sheet of the X' Company after absorption of the b 
Company. [Chartitzd AccsuKtjKts.- 

31. Ti'.e accounts of the Clifford Trading Co.. Ltd., for the fmancial yea 

* r. led April 30. ly ... shew a net pront of £125.000. The Company has a 
issued and paid-up capital of i'b-.'o.ooo divided into 400,000 Ordinarv* Share 
o: - I each and 2:0.000 oh; Preference Shares of £i each. There was a credi 
balance of -'24001 its. 4.:. brought fonvard as Front and Loss Account from th 
previous period. The directors decide at March 31, 19..., subject to the approvs 
U' the members in General Meeting, to apportion the available proht p^^foUows 

I PAiv the vt-ar's dividend on Preference Shares. {2' Write £10,000 on Goodwii 
y Carre *20.0:0 to Ger.'.ral Reseree Account. ^4' Redeem 25 Debentures a 

* i.c-,c each at rar. '.3': Pay a dividend c-n the Ordinar}’ Shares free of Incom 
Tax uo t''> such an amount as will leave a balance oi not less than £,20.000 to b 

carried f'-r*.var-.i. . . 

th.v L-riec: of rids decision of the directors in the lonn of an Appropnaao 

•\ccount, making a reser^'e lor Income Ta.x at 4.'. in the £. It may be assume 

that all Items in tiie Protit and Loss Account have been allowed for Income Ta 

purp-ses- 

32. T’ne Front and Loss Account of Soleil d'Or, Ltd., prior to the paymen 
of debenture interest for the half-year to December 31, 19..., disclosed a profit c 

C-.N-. T lAr pm hpr ^ T T Ci... ■ The Paid-uo Caoital of the Company consists 
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of £100.000. divided into 50.000 IVeferenc'-* shares of u each, and 50,000 
Ordinary Shares of /i each. 100 Debentures of /loo each at 4'^’,-, Isad also been 
issued. The directors made the under-mentioned recommendations for llie 
disposal of the above balance which were approved bv the sharelioldcrs at tii'.- 
annual meeting: (i) To pay the half-year’s interest to December 31, 19... due on 
the Debentures. (2) To pay the Preference dividend for the half-vear 10 
December 31. 19.... (3) To pay a dividend for the year ended December 31, 

10..., of 10°^ on the Ordinary' Shares, free of Income Tax. (4) To transfer /5.000 
to Resen-e, raising that Account to £15.000 in all. ^5) To carry forward the 
balance to next year. Show the entries necessary to record these transactions in 
the books of Soleil d’Or, Ltd. (Loiidon Cha >7iber Comme)ce.) 

33. The Proht and Loss Account of a limited company showed a credit 
balance of £53.3bS los. Sd, 

The directors of the company decided to dispose of this balance as follows: 
(i) To transfer /500 to a Forged Transfers Reserve Account and /S,ooo to General 
Reserv'e Account; raising the latter to i 20,000. (2) To pav the half-year's 

di\'idend due on the Ti50,oco 6^0 Preference Shares. f3i To pay a dividend of 
8% on the £250.000 Ordinary- Shares free of tax. (4) To write off the balance of 
the Debenture Issue Expenses Account which stood at /3.S76. fs: To carry 
fonvard the balance to next vear. " 


Assume that these proposals were confirmed by the shareholders, and give 
the entries necessar}* to record them in the books of the company, Assume 
that Income Tax was 95. 6d. in the £. ' 

34. The Newspaper Trust, Ltd., was registered (Xnminal Capital /i 10,000— 

Preference Shares, 50,000 /i Ordinary Shares, and 10,000 ji 
De.erred Shares), to purchase an established countv newspaper. .Ml the 
Preference Shares were issued fully called and paid up. All the Ordinarv ‘Shares 
were offered, and 45.000 applied for and allotted, 155. per share was called and 
paid up e.\cept a call of 5s. per share on 1,000 shares. 2,000 Ordinarv Shares 
were paid up m full. The 10,000 Deterred were issued to the vendors fullv paid 
as the purchase pnee of the goodwill. On Julv i, ig..., 200 OP /too Debentures 

"eceXli “P- thcse^c-bentures a'on 

T A ^ ^ ^ been passed through the books. In addition to the 

Ledger Accounts representing the above transactions, the followm I cmI r 

balances were extracted from the books of the Companv as on December at 

19.. . . Mac^nery and Plant, £14,800; Monotvpe Machines /6 S60 • Preehoki 

Salami” /j.j-s: oitc'. Expe’ni?* )'»r ' w" sv 

Machinen’ Repairs Stock of Tvn,^ pi . i244: 

Xew Tc-p'e puVeh^ed /7 aSa i oL ' f’ciK "V"' January ii, 

purchased at 15“^ shire c p jn LoaiuOnVe Emnn^ AVis 

Slalor Van,. leA.r' •Mv.S-a : 

3., .o'‘;"a'nJa*iafa."‘’sm«'as"J ma?to.T" T” 

fa) Depreciation. Machinerv and Plant 10° ^ 

same date Motor Vans were xA 8oo\nd T.^^pLf i On the 

annidation. and the shat.i ate'.o hi fette' 0^:' 
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Discount is to be ^vritten off; (i) No entries have been made in the boo! 

in respect of twelve months’ Interest at j'’,, due upon the ralk made ] 
advance. 


35* The Rayon d’Or Copper Mining Company was registered on Januar\' 
I 9 "*, ''itn a nominal capital of 100,000 Ordinary* Shares of each to woi 
concessions, for which ^ 50.000 was paid. Ah the Capital was'issued, and 15 
per share paid up as on December 31, 19.... One shareholder had also paid u 
the balance of 55, per share on bis holding of 1,000 shares. On July i, 19.... tl 
Company issued 100 S“o Debentures of £ioo each at 105, the issue being fuL 
subscribed and paid up. Dunng the year 10.... a deposit of vanadium was foun- 
and the directors decided to treat all expenditure thereon as capital expenditu: 
pendine developments. In addition to the accounts necessary' to record the; 
particulars, the following balances were extracted from the Coinpanv’s books ; 
on December 31, 19...: Buddings, ^S.ooo; Loc'Se Tools, £Sco; Machinery- ar 
Plant, £19,500; Preliminars* Expenses, £'1,250; Stock of Stores (JanuaK^ i 
£4,io:?; Workmen's Wages, £0,872; Workmen's Wages (Vanadium), iT’2S; 
Omce Furniture, i'Soo; Carriage and Freight, £'4,876^; Carriage and Freigl 
(\anadium), £1,124: Salaries, £2,910: Salaries (Vanadium), /150: Stor 
purchased, £3,241; Stores purchased Wanadium), £1,124; I^w'Costs, /32< 
Rates, Taxes and Licences, £1,340; Rates, Taxes and Licences (Vanadjum 
£'250; Light Railway Wagons, etc., £10,450; Bills Payable, ^981; Bank Ove 
draft, £5.860; Cash in hand, ;9S4: Sundr}* Creditors, £4,238; Sundr}’ Debtor 
£'12.940: Fuel. £3,496; Fuel iVanadiuml, £040; Sales of Copper Ore, /46.0S; 
Manne Insurance. *1,208; Ofice Expenses. £321; Ofcce Expenses (Vanadiun 
£50: Directors' Fees, ii.coo; Transfer Fees. £5. 

Prepare a Working Account for the year ended December 31, 19..., and 
Balance Sheet as on that date. Before doin? so take the following matters in' 
considerati'jn; la- Write on lO'. Depreciation from Machinery* and Plant, 5' 
from Omce Furniture, and £ i ,000 from Buddings : ft; Stores on hand on Decemb 
31, 10..., were valued at £3.876. Light Railway Wagons, etc., at £9,000, and Loo 
Tvols at £tco : 'O Write on 50°^ of the preliminar\- Expenses ; \d} Create Prox'isic 
for Had Debts t-qual to 5'.; of the Sundr}' Debtors; frt The shareholder who pa 
his call in advance is entitled to interest thereon lor 12 months, but no entri 
have yet been made: ij; Debenture interest due December 31, 1919, has 
been t-assed through the books. 

* w 

36. The Cosmopolitan Hctel Company, Ltd., was formed to purchase i 
old-established hotel, and was registered with a nominal capital of £110,00 
divided into 50,ceo Ordinarc Shares of £i each, 50,000 7*^0 Cumulative Fh-etereni 
Shares of - i each, and 10.000 Deferred Shares of each. All the Deferrt 
Shares were issued to the vendors as the purchase price of the Goodwill. Tl 
C'rdinarA' Shares were issued at par, and the Preference Shares at a premium 
2T. t'd. ter share. classes of shares were fully subscribed and paid u 

except that the hnal call of 55. per share upon 1,000 Preference Shares remains 
unpaid as on December 31. 10.... On July i. 19..., 200 6^0 Debentures of £i< 
each, repa'/able at par in ten years, were issued at 93, fully subscribed and pa 
up. In additic>n to the accounts represented by the foregoing, the follovcu 
iv icer balances ^^ere extracted from the Company’s books, as on December 3 
!o/.: Freehold Hotel, -134.400; Furniture and Fittings, £22,800; Frelimina: 
lixr-enses Acccunt. £800; Putchasts —Provisions, /3S.726; Wines, ai 

Spirits, *22.402; Sundries, £624; Wages of Waiters and Stafi, £'8,906; Oih 
oalaries.' £ ■'27: Hctel Takincs, £09.861; Laundr>- Expenses,^ iDTv-ti ® 
Takir.cs. £'12.842: Billiards Takings. £416: Carnage Inwards,_ £347: Laund: 
Receit'ts. * i.'ii2; Sundrv Wcrking Expenses, £1,296; Coal and Lighting, 
R:.paiVs t' Furniture, etc., £2.44* : >lotor Omnibuses, £2.400; Advemsin 

Discount Account .Credit Baiancel. £ 34 -: Omnibus Receipts, ii,2i 
TrarsiLT Fves. *5 : bt-wk January r. *A,u>o; i'roht and Loss Account, Janua 
I, lu... Crt'dirBalancv . £13.^4-: 8 undr>- Creditors, £1.860: Sundry- Debtoi 
* 7 .j 8 : L>irector5’ Fees, £500; Cash at Bank, £4.864: Cash in Hand, £ 2-9 
Preference bhare Invidend for half-year t^une 30, 19..., £ 1 . 75 *^: Rates, lax( 

and Insurance. *2.162; Bad Debts, . _ , 

Prepare Trading and Profit and Loss Accounts for the year ending DecemD 
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31, 19..., and Balance Sheet as on that date. Before preparin'; the Accounts 
make the following adjustments : (a) The Debenture Interest due on December 31. 
19..., had not been passed through the books. (6; As on December 31, 19..., 
the following amounts were outstanding and had not been provided for: Wages, 
£126, Salaries, £52, Excess Profits Duty, £2,461. {c) Insurance paid in advance 

amounted to £.148 as on December 31, 19.... id) Depreciate Furniture and 
Fittings, 15% Motor Omnibuses, 20°^. (e) The Stock of W ines, Spirits and 

:^o\*isions on hand as on December 31, 19..., was valued at /7,22i. f/j VNTite 
£200 off Debenture Discount Account, and /400 off Preliminarv Kvi^enscs 
Account, (g) Carr}* £7.500 to a Reserve Account. {Royal Society Arts.) * 

37. The Rugosa Manufacturing Company. Ltd., was registered wiili a nominal 

capital of 50,000 shares of £i each, of which 40.000 shares had been issued and 

fully called. 

# 

The following Trial Balance was extracted as on December 31 ; — 


Stock (Januar}’ i) 
Manufacturing Wages 
Coal and Coke 
Purchases and Sales 
Machinery’ Repairs . 

Carriage Inwards 
Carriage Outwards 
Interim Dividend (July i) 
Income Tax 
Bank Loan (5^^) 

Interest on Loan 
Sundr>' Debtors and Creditors 
Profit and Loss Account (Balan 
Bank Current Account 
Cash in hand 

• t 

Leasehold Factor^' . 

Machinerv- and Plant 
Loose Tools 
Share Capital . 

Calls in arrear . 

Rent, Rates, and Light (Factor\* 
Directors' Fees 
Office Salaries and Expenses 
Office Furniture 
Commission 

Returns . . . ^ 

Preliminar}' Ex-penses Account 
Transfer Fees . 

Goodwill 


ce from las 




^•ea^ 


Offices 




* 

i 

/ 

1 ■'5. 6.^2 


1.924 

S2.146 

I 16,990 

861 


491 


9^4 


2,000 


L429 

5,000 

125 


16.440 

9.222 

3.*64 

i,6S6 

192 


6.421 


7.840 


1,250 

4O.000 

100 


L 7 f^i 


■U 

0 

0 


500 


S64 


1.264 

981 

600 


42 

15,000 


£176,099 £1 

76,099 


)r the year ended Decenfbw 31^ and"a Bl^lancTs^*^ Accounts 

When prepanng these accounts rL f t, 

>nsiderationf (if Wn^e on^S off taken into 

0 Write 10% depteciation off Machfnen and P 

fember 31. buf no entries Ld bee due as on 

terest due on the Bank Loan for the hai/ ° j ^ 'ovide for the 

:ock was valued at /rLfi? Ja t ended December 3,. r,] The 

) Provide ,-850 on the S„& “ “ ciemli, ,, 

■% on lh.-Su’nd,>- DrtZ t P™' Wo 








HRiHliK BOOK KEEPING AND ACCOUNTS 

jg. Ti e Horticuitura! Company, Ltd., W4ft registered with s 

iinal capital of 30 .(hv^ shares of £i each, of which 12.300 shares had bees 
ed and fullv called up. 

Fhe following Trial Balance was extracted from the books of the Coinpaay 
n December 31 ;— 


TRIAL BALANCE. 


Share Capital Account ...... 

t 

i 

ia.500 

Goodwill ........ 

5,000 


Leasehold Warehouse and Offices .... 

5*547 


Loose Tools ........ 

700 


Workmen’s Wages ...... 

2.586 


Rent and Rates (Warehouse, £750; Offices, £120) 

870 


Purchases ........ 

9.^42 


Sales ......... 


J 7.894 

Receipts for Constructing Gardens .... 


1.963 

Stock (January’ 1) ...... 



Purchases Returns ...... 


94 

Sales Returns 

39 


Carriage Inwards ....... 



Carriage Outwards ...... 

9 ^ 


Insurance (Warehouse, £92 ; Offices, £26) 

X18 


Office Salaries ....... 

697 


Directors' Fees ...... 

450 


Discount Account ...... 


37 

Motor Lorrv’ ....... 

1.200 


Office Furniture ....... 

320 


Loan on Mortgage, at ..... 


2,000 

Interest Account and Bank Charges 

136 


Calls in arrear ....... 

250 


Sundry- Debtors ....... 

3.74^ 


Sundry- Creditors ....... 


2 ,S 20 

Heating and Lighting (Warehouse. £72; Office. £35! 

107 


Advertising ........ 

975 


Bank Overdraft ....... 


462 

Cash in hand ....... 

107 


Prorision for Bad Debts (December 31. 19--) - 


300 

Profit and Loss Account (Balance from last year) 

1,198 



£37*770 

O7.770 


A’ou are required to prepare Trading and Profit and Loss Accounts for the 
X ended December 31, and a Balance Sheet as on that date. 

\Mien preparing these accounts, the following matters must be taken into 
isideration; (a) Office Salaries, £32. had accru^ due as on December 31. but 
1 not been passed through the books. (6) Insurance (M'arehouse), /12, had 
n paid in advance, (cf Interest for the half-year to December 31 on the 
rtgage had accrued due, but had not been pas^ through the books (ignore 
omc Tax), (d) The following depreciation is to be provided: Motor Lorry, 
; Loose Tools. 25% ; Office Furniture. 5®o* W The Provision for Bad Dcbte 
o be increased to (/) The Stock on hand as on December 3* was valued 

£4,062. 

20. The Pemet Manufacturing Company, Ltd., was registered in 19... with a 
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5-^3 



Ltd 

Sundn 
Cash, £I,q36. 

The purchase^price was agreed at £50,000, and was satished by the issue of 
50,000 Ordinary' Shares in the Pemet Company issued to the Lamia Company as 
fully paid. 

On July I, 200 5^0 Debentures of ;{ioo each were issued at 95. 

In addition to the records arising out of the above particulars, the following 
balances were extracted from the books of the Company as on December 31, 
19...:— 

Machinen’ and Plant, ;^32.763: MachinerA' and Plant, Additions during the 
year, ;{S,456: Leasehold Works, £77,841; Manufacturing Wases, -i'S6,96S; 
Profit and Loss Account (Debit Balance from last year), ly'sez ; Sinkin-^ Fund 
for Leasehold Redemption, £8,850 ; Sundr\’ Debtors, iT2,46o ; Sundry Creditors 
i35o03 ; Stock (Januaiy i). £32,641; Factoiy- Power and Light. 73,642 ; General 

P.vnATTvA? I i • PiirrViQCAc /'-A j/-»- • j r' __*t_ /t 


Outwards, £3,241; Loose Tools, 72,864; Machinery and Plant sold during the 
vear, £5,641; Management Salaries, £3,522 ; Machineu’Repairs, ■‘'1,26'; Office 
Salanes, ^,842: Directors' Fees, £750; Office Furniture, /6S4; Discount 
Account (Debit Balance), £174; ProAsion for Bad Debts (Ja-nuarv ij /soo- 
Travebers Salanes and Commission, £6,894; Carriage on Purchases, /{'Ll' 
Carnage on ^ales £4 S46; Transfer Fees, /146; Sales, £160,159; Cash at' Bank,’ 
£3,246; Cash in hand, £1,187; Loan from Bank, £15,000 ; Patents, /20 000. 

Tou are required to prepare Manufacturing and Profit and Loss Accounis for 
the year ended December 31, 19..., and a Balance Sheet as on that date. 

Uffien prepanng these accounts, the following matters must be taken into 

has been made for the Debenture Interest due 
K 31. tne following items were due but not 

i/jO. (c) Manutacrunng Mages. £.541, were paid to workmen employed in 

*^o“Pany’s use, but the requisite transfer h'ad not 
rlnpr?! p ^ The Manuiactunng Account is to be charged with two-thirds of 
General Expenses and Management Salaries. U] Proiide ^Too for fine under an 
uncompleted contract now subject to litigation, \fj The' followin'^ yaluations 
^lere made as on December 31: .Machinei^- and Plant, /32,640- LooL Tools 

i/I; ■ {“'rJ.””'."/'' To? ikSS'*'-■-r'®''' ■“'* '-“'■■"Plit.d Cct™,;: 

e ^ lor Tra\eDer3 Commission outstanding^ on December 


Smith Bras undertaking of Me==rs 

ssilillpsss:: iss 


BALANCE SHEET. 


Dr. 


fo Capital .... 

M iSpiOoo 5'^Lj Mortage Debenfares 

issued at io% Discoun; 

M Creditors— 

On Open .\ccount 
Debenture Inter^t 


• *.1^-444 
1.5CO 


M Pro\-ision for Bad Debts 


I 

50,000 

27,OCO 


ir,944 

2:9 


7295.223 


By Freeboid and Buildin-s 

Ooodyrill, Patents, PLy.ems, FI 
and Work iu prepress 
Fixtures and Fittings ,05:^' ’ 
Investments 

Cash at Bank and in hand 
Capital unissued . 

Debtors 

Stock . . ; ; 

Suspense .\ccount 


ti 


? • 




»« 


t* 


ft 


• • 


ant 


Cr. 

^r.650 

74,342 

232 

4 .‘32 
I2.all 

25.rro 

2,075 

^4.7^4 


£295,223 
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TRADING AND PROFIT AND LOSS ACCOUNT. 


ock acquired from Vendors 


lies and Taxes . 
d>entare Interest 

lei anH fJ ghtmg 

iTtagc 


id and Doobtfol Debts 
eluninary Expenses 
rectors* Fees 


£ 

21441 

58»937 

4*392 

M74 

»*5«> 

1,052 

589 

3*441 

279 

2.143 

1,250 


£96,198 


By Sales. 

„ Amoonts ^»aid oo focfeited shares . 
„ Ai^iredatioo m value ol Semrit i fs . 
„ Stock, Jane 30, 19. 

n Balance carried to So^eoseAocoimt 


Ol 

£ 

10418 

385 

219 

84.784 

392 


£96^198 


iX« G. Emblem is a motor<car and cycle dealer. He divides his business into 
departments, viz. Motors M *') and Cycles {“ C '*). 

)n March 31, 19..., the following balances were extracted from Emblem's 
ts:— 

>tock at beginning of year ("M.”;fi2,8i2: " C/'^£3,210),/i6,022; Pnrchases 
;£22,7I4; “ C/’ £9.222), £31.93^: Workshop Wages (" M," £3.218; “ C/' 
,), £4,142; Workshop Rent and Rates (*'M/’ £850; "C/' £250), £1,100; 
kshop Power, Light, and Heating {" M," £621; " C,” £182), £803; Travellers' 
lies and Commission, £4,683; Office and Showroom Salaries, £3,846; Office 
Showroom Expenses, £1,242; Workshop Expenses (" M.” £1,262; ”C," 
). £1.603: Capital Account (March 31, 1950), £30,000; Leasehold Workshop 
Offices. £3.264; Additions to Worktop during the year. £1,862; Machinery 
Plant, £5,740: Loose Took (March 31, 19...), £1.282; Bad Debts Proviaon 
rch 31, 19...), £678; Discount Account (Credit Balance). £372; Income Tax 
Excess Profits Duty, £2,841; Sundry Debtors, £9.7^: Sundry Creditors, 
941: Sales (" M," £33,892: " C." £12.225), £46,117; Purchases Returns 
[." £1.281: "C," £190* £1.472; Sales Returns (" M," £842; "C," £47), 
i: Apprentices’Fees r M," £400; " C," £100). £500; Insurance. Workshop 
[."£1,842; " C." £421). £2,263: Motor Lorries, £1,880; Interest and Bank 
rges. £873; Office Furniture, £560; Carriage Invrards (" M,” £1,082; ”C," 
>). £1.37®; Distribution and Advertising Expenses, £5,895; Office and 
ftToom Rent and Rates, £585; Bills Payable, £1,526; Drawings Account 
Emblem), £1.000 ; Cash in hand, £137: Bank L<^. £10,000, 
i’’ou are required to prepare Trading and Profit and Loss Accounts for Ac 
ended March 31, 19.... and a Balance Sheet as on that date. The Trading 
Profit and Loss Accounts are to be prepared in columnar form, showing the 
Its of the year's working in each department. The Profit and Loss items 
to be apportioned as to two*thirds to " M " department and one-third to 

" department. 

Alien preparing these accounts, the foUowTng matters must be taken mto 
iideration: (a) On March 31, 1951. following valuations were made: 
:k, " M," £10,726: "C," £2,010; Motor Lorries, £1,700; Lo<^ Tools, £1,000. 
rhc following depreciations are to be provided for: Machinery and Plant, 
,; Office Furniture, xo%; W'orkmen’s Wages (" M " department), £121, 
been paid for time in making loose tools, and wages, £46 (" C " depaitiMn^, 
been paid to an injured workman on behalf of an Employeis Liability 
irance Company, by whom it was still owing, (c) Insurance was Mid in 
ance as follows: " M " department, £181; " C " department. £56. (d) £im 
notices’ Fees (" M " department) is to be carried to next year as fees receiv^ 
dvance. (e) Interest on capital at 5% is to be charged, but no is to 

barged on drawings. (/) An amount equal to 5% on the Sundry Debtos is 







LIMITED COMPANIES 




BALAN’CE SHEET, DECEMBER 31, 19.... 


Dr. 

Issued Share Capital . 

L£S 5 Calls in arrear 

Bank Loan 
Sundry Creditors 
Bills Payable 

Profit and Loss Account— 
Profit for the year . 

Ltss Interim Dividend paid 

Depreciation Fund 


igo.ooo 

S.ooo 


9.«20 

9,100 


1.^2,000 

4^,000 

3.647 

32,100 


30 

5,000 


^270,767 


Leasehold Land, Buildings and M.ichin- 
ery at cost ..... 
Railway, Wharf, .Motor Boats, 

Live Stock, etc., at cost /T2,rw> 
List Depreciation . ^ 5f>() 

Expenditure on 19 .. Crop to date 
^ Expenditure on 19 .. Crop to (late 
Advances to C^lies and Sundry 

Debtors. 

E.xchanpe Suspense Account 
} Cash on Plantation .... 
Cash at Bankers in London. 


Cr. 


200,00. 


11 ,so. 

6 V 

6 A 5 ' 

39 
I.‘is* 

{270.76: 


\ou are asked to criticise this Balance Sheet from the point of view of z 
prospective shareholder. If you desire any further information before civint 
your opinion submit the letter which you would address to the secretary of the 
company. (Chartered Institute Secretaries.) 

... ; .KLiability,” "Collateral Securitv.” and state hoee 

3 ou w ould treat them in the Final .Accounts of a firm. (Incorporated Accountants.) 

44. Briefly e^^lain the information contained in the under-mentioned recisters 

of Charijes ; Register of Transfers ; 

^Administrations; Register of Balance Certificates. 



Chapter XIII 


AN INTRODUCTION TO CONSOLIDATED ACCOUNTS 


iE reference w<is made in the last chapter to the nature and growing 
ortance of Consolidated Accounts, and the fact that the Companies 
, 1948, has, for the first time, afforded them legal recognition. In 
present chapter we will commence by studying the statutory 
lirements laid down by the Act and then go on to consider some 
pie practical examples. The word “ simple ” is here used deliber- 
y, since the accountancy work involved in complex cases can 
sme intricate and difficult, and the consideration of such cases in 
thing like an exhaustive manner would take up more room than is 
Uable in this volume. On the other hand, it is a mistake for the 
lent to start under the impression that, because the subject can 
sent difficult problems and even some points on which qualified 
juntants can hold differing opinions, it is one for him to be afraid 
The main principles are quite straightforward, and should be 
ly enough understood if a fair start is made at the beginning. It 
oped that this chapter will give that start. 

The first point of all is that a Consolidated Profit and Loss Account 
statement combining (in some manner) the information contained 
wo or more (in complex cases numerous). Profit and Loss Accounts, 
ilarly, as regards the Consohdated Bjilance Sheet. Whereas an 
inary Profit and Loss Account is an integral part of the S5?stem of 
inary double-entry book-keeping, being, in fact, the account into 
ch all the ledger accounts dealing with income and expenditure 
periodically closed, and from which appropriations to Reserve and 
idend Accounts are made, this is not true of the consolidated 
;ement. It does not correspond at all to entries in any (single) set 
double-entry books, and obviously cannot form any part of the 
inary double-entry system. No ” postings can be made to or 
n it. On the other hand, whereas the ordinary Balance Sh^t, 
ither " statutory ” or otherwise, is no more than a statemrat listing, 
1 more or less prescribed manner, all the balances remaining on a 
of double-entry books after the ftofit and Loss Account has l^n 
^d off, the Consohdated Balance Sheet is a statement listing in a 
lewhat similar manner, the balances remaining on two or more sets 


Consohdation would have no point, and would merely be confu^ 
I meaningless, unless the sets of books in question thonged to 
ited businesses. It is done only where the companies m qu^on 
m what is known as a " group,” and even then only where cert^ 

1 k _Ll-.— irk TnATTinPr Of tllC 
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defines the circumstances under which the statutory rules as to 
consolidated statements apply. It limits the relationship to thoo: 
cases in which either: the holdin.^ compari\* is a member of the 

subsidiary and controls the composition of its board of directors, or 
{b) it holds more than half in nominal value of the equity share capital 
of the subsidiar}', or (c) the subsidiary is a siib-idiar\' of another 
company, which is itself a subsidiary of the holding company. 

We need not consider examples of case (a), which will be compara¬ 
tively rare, beyond remarking that the holding of a single share 
constitutes membership, and that consequenth* if Company A holds 
one, and only one, share in Company B, and if that share carries the 
right to appoint directors of B. then B is a subsidian* of A. 

Case (b) is the simple one where Company A holds ny^rc than half 
the equity capital of B._^ The expression “equity share capital “ as 
here u^ed is defined by 5 . 154 (5) meaning its issued ^liare ca[ht:d 
excluding any part thereof which neither as respects dividend> nnr ;i> 
respects capital, carries any right to participate beyond a specified 

amount in a distribution. This may be worth illustrating:_ 

Ci7St (i). The capital of B, Ltd., consists of lO'j/jrio yy Cumulati\*e 
Preference Shares and 10,000 Ordinary' Shares ail of -i i, I he Preference 

cam- a right to a dividend of 5';'o and no more, and on liquidation 
the\ are entitled to a fixed capital sum (sat- ass. per share) and no 

Ordinan,- Shares constitute the ''equitvcapital, 
and if A, Ltd., holds 5,001 of the ordinaiq- shares, then B is a subsidiary’ 
of A, quite regardless of how the preference shares are held. On the 
other hand, if X Ltd held 4,999 (or even 5.000) Ordinarv Shares and 
no more in B, Ltd., then B. Ltd., would not be a subsidian- of A Ltd. 

preference shares of B, Ltd! 
(unless of coupe, the preference shares carried votin? riehts which 

Sder^jrt^/^ holders control of the board, when the case would come 

Case [2). Suppose the circumstances are as in fa--- iii c-xcent rim 
.he Preference Shares of B, Ltd., have " panic.pa.ine' L 4 (.r,as i.! 

_ i idend limited to .say) 10m anv one vear. The lo'''-; a 
specified amount, and consequentlv the Preference <haro< suill'fin 
not constitute “ equity capital.” The rule as to sharehofi .1. 
fore remains exactly as in Case (i). ® 

Case (3). The circumstances are as in Case (a), but now .impose the 
panicipatmg nghts are to a stated fraction of whatex-er divfde'iid ri 
pmd on the Ordmaiy- Shares, no limit bein? stated. The Preference 

iW V ^he total value of shares m 

cUnof allTe - 55.001 shares. Obviousl'v’the^e 

cannot aU be Ordmary-, since there are not vuffici.-mt in issue • tif 

Ordinan- or ail PrefeSnee' •’ 

It should be noted that the \c^ refers onK-m 
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a subsidiary of A. This leads to some interesting consequences, the 
)st obvious of which is that a " chain ” can be formed. If D* is a 
ssidiaty of C, in the case considered, and C, by virtue of the rule, is 
lubsidiary of A, then by the same rule D must itself be a subsidiary 
A. The same principle extends indefinitely, and so long as the r.hain 
inbroken then evety company in it is a subsidiary of every company 
the chain above it. C is sometimes termed a sub-subsidiary of A, 
t the term is not statutory. 

When Group Accounts are Necessary.—^The question whether an 
ligation is laid on every holding company to prepare group accounts 
pends on whether or not the company in question is a " wholly 
ned ” subsidiary of its immediate bolding company, and whether 
it company is incorporated in Great Britain. Group accounts are 
t required if the (holding) company is a wholly owned subsidiary of 
other company incorporated in Great Britain (S. 150 (2) (a)). 
rther, group accounts, even when prepared, may omit to desJ with 
rticular subsidiaries under certain stated circumstances, e.g. if the 
lount involved is insignificant, or if the result would be misleading or 
rmful to the business or any of its subsidiaries or if the businesses 
the holding company and its subsidiaries are so different that they 
mot reasonably be regarded as a single undertaking (S. 150 (2) (6)). 
A wholly owned subsidiary is a subsidiary all the ^ares of wUch 
; held by the holding company, not merely the equity. There are 
jrefore no " outside ” shareholders of the subsidiary, and if B owns 
the shares of C and is itself a subsidiary of A it is clear that no useful 
rpose would be served by compelling B to prepare group accounts 
B and C), since there is no one to see such accounts except members 

A, which must, of course, prepare ^oup accounts dealmg with all 
ree companies. On the other hand, if there is a chain of companies, 

B, C, D, each of which in turn is a subsidiary of the one named before 
d each of which has some outside shareholders, then C must prepare 
)up accounts to deal with C and D, B must prepare group accounts 
deal with B, C, and D, and A must prepare group accounts to deal 
th all four businesses. 

The Form of Group Accounts.—This is dealt with in S. 151. In 
rmal cases the group accounts are to consist of; (a) a Consolidated 
lance Sheet dealing with the state of affairs of the company and all 
; subsidiaries to be dealt with (that is to say excluding non-consoli- 
ted subsidiaries), and (6) a Consolidated Profit and Loss Account 
aUng with the profits and losses of the same compames. If, however, 
; directors think some other method is better because it would present 
2 same information in a form more readily appreciated, they may 
opt that other method; in particular, the accounts may l»,spht, 
e set dealing with the company itself and some of its subsidianes, 
d another dealing with other subsidianes, or separate accounts may 
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However, if group accounts are not submitted, the specific informa¬ 
tion called for by the Eighth Schedule, para. 15 (4), (5), and (6j (see 
p. 530) must be given. 

The group accounts, however prepared, must give “ a true and fair 
view of the state of affairs and profit and loss of the cornpaii}' and its 
subsidiaries dealt with thereby as a whole, so far as concerns members 
of the company (S. 152 (i)), and must comply with the requirements 
of the Eighth Schedule so far as applicable (S. 152 (3)). 

A holding company which submits a Consolidated Profit and Loss 
Account dealing with all its subsidiaries and which complies with the 
requirements of the Act relating to Consolidated Profit and Loss 
Accounts is excused from the provisions of S. 149 fi) and the Eighth 
Schedule as appljang to its own (separate) Profit and Lo ss Account 
(S. 149 ( 5 ))- The Consolidated Profit and Loss Account must, how¬ 
ever, show how much of the consolidated profit or loss for the financial 
\ear is dealt uith in the accounts of the holding company. Manv 
holding companies ha\e taken advantage of this provision, and submit 
a Consolidated Profit and Loss Account onlv, without a separate 

account shoving the profit or loss of the holding companv. The 
method is obviously convenient. 


Financial Year of Subsidiary. —The holding company's directors 
must airange^ that, unless in their opinion there are good reasons 
against it (which in practice are most likely to occur as regards forei'^n 

fi! u financial year of each subsidiary' is to c'oincide with 

the holding company s ovm financial year (S. 153)." The desirabilitv of 

r^ ^ Consolidated Balance Sheet includes assets 
of the holding company as on one date and a subsidiary as on another 
date it cannot be stnctly said to give a true picture of anythin'^* it 
may be necessary to make adjustments which are to some extent 
estimates and which may give considerable difhcultv from an account- 
mg point of ^ne^v, and the result can never be entirely satisfactory 
Before 194S it was occasionaUy, though probably- rarel^■: done. ' ' 

3’ear of a subsidian,’ does not (notwithstanding' 
the foregoing) coincide wth that of the holding companv the -roun 

acTOunts must (unless the Board of Trade othenvise direct in^that 
particular case) deal ^\^th that subsidiar\' as at the end of its financiil 
}ear ending last before that of the holding company (S. 152 (2)^ 

Specific Rules as to Accounts of a Holding Company.- \part from 

requirements already referred to, Part II' of the Eic'hth 

fiM o'f wJiTh ^""7 These fall into two parts" the 

“ AtVf ^ ™ concerning the holding company's own 

ycounts, while the second deals with the ■^'roup account - 

if 5=515= 
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[np^y, and indebtedness to the subsidiaries by the company. The 
ies in Part I of the Schedule as to the statement of the company’s 
vestments or fixed assets are not to apply to the above. 

P^a. 15 (3). There must be shown by way of note the number, 
scription, and amount of shares in or debentures of the (holding) 
mpany held by the subsidiaries. In this connection it is provided 
27, which came into force on July i, 1948) that a company cannot 
a member of a company which is its holding company, and any 
otment or transfer of shares in a company to its subsidiary shall be 
id (unless the subsidiary is concerned as personal representative or 
istee, and the holding company is not beneficially interested in the 
ist). No similar proWsion applied before July i, 1948, however, and 
27 (3) pro\ddes that if at that date a subsidiary was a member of its 
Iding companj’^ it may continue to hold the shares it already had 
it not to acquire any more), but shall have no right to vote in 
pect of them at meetings of the holding company. The rule laid 
wTi in para, 15 (3) is that such holdings, where they exist, must be 
closed by a note in the accounts of the holding company. 

Para. 15 (4) and (5), which apply only where group accoimts are 
! submitted. A statement is to be annexed to the accounts setting 
t: (a) the reason why group accounts are not submitted; (6) the net 
negate amount of the revenue profits (less losses) of the subsidiaries 
far as they concern members of the holding company and are not 
lit with in that company’s accounts, for (i) the current financial year 
d (ii) aU past financial years since the companies became subsidiaries; 
sirndar statements as to the net aggregate revenue profits (less 
ses) of subsidiaries so far as they have been dealt with in the holding 
npany’s accounts; and {d) any qualifications in the reports of the 
ditors of the subsidiaries on their accounts for the various financial 
irs mentioned above. Pre-acquisition profits or losses are to be 
duded from the figures required by (i) and (ii), since from the point 
view of the holding company they are of a capital nature. 

Para. 15 (6). WTiere group accounts are not submitted, there is to 
annexed to the company’s Balance Sheet a statement showing, as 
;ards subsidiaries whose accounting years do not coincide with the 
iding company’s accounting year: (a) the reasons ivhy the directors 
isider that these financial years should not coincide, and (&) the 
tes of the various subsidiaries’ financial years. 

Accounts of a Subsidiary. —Para. 16. The Balance Sheet of a 
npany w'hich is itself a subsidiary' (whether or not it itself is a holding 
npany) must show the aggregate amount of indebtedness to all 
npanies of which it is a subsidiary or a fellow subsidiary, also the 
negate amount of indebtedness of all such companies to it, distin- 
ishing separately any indebtedness in respect of Debentures. A 
npany is defined as being a fellow subsidiary' of another comply if 
th are subsidiaries of a third company, but without either being a 
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follo^mg paragraphs the Consolidated Balance Sheet and Profit and 
Loss Account must combine the information contained in the separate 
Balance Sheets and Profit and Loss Accounts, but with such adjust¬ 
ments as the directors of the holding company think necessary. 

Paras. iS and ig. The consolidated accounts are, as far as possible, 
to comply with all the requirements of the Act applying to the accounts 
of an actual company. But these requirements are not to include the 
provisions of SS. 196 and 197, which deal with the disclosure of 
directors’ salaries, pensions, etc., and loans to officers of the company. 
This exception is because it is laid down in the sections in question that 
this information is to be given in, or annexed to, the accounts of the 
holding company itself. To set it out again in the consolidated accounts 
would therefore involve an unnecessary repetition. 

Para. 21. In regard to subsidiaries not consolidated, the rules laid 
do\vn by para. 15 (2) and (3) (which relate to the disclo.sure of share¬ 
holdings and indebtedness) are to apply as though the consolidated 
accounts were the accounts of an actual companv of which the non- 
consohdated companies were subsidiaries, and the rules laid down bv 
para. 15 (4) (as to profits, etc.) are to apply similarly. 

Para. 22. In relation to any subsidiaries, whether consolidated or 
not, the ends of whose financial vears do not coincide with that of the 
company, the rules laid down by para. 15 (6) are to apply as though 
there were no consohdated accounts ‘ ' 


Auditors Report.-The auditors are not required to report separ¬ 
ately on the consohdated accounts. The consolidated accounts are 
by S. 156, required to be included among the documents annexed to 
the company s own Balance Sheet and, by S. 16’ are amon-^ the 
accounts on w'hich the company’s auditors are required to report. ^ The 
auditors’ how'ever, make only one report, which deals with the whole of 

be eSresslv^sTa'ted^' have e.xamined. The matters required to 
De expressly stated in this report are detailed in the Ninth Schedule 

and in the case of a holding companv submitting group accounts the 

auditors are to state ” whether, in their opinion the LS ac^oii s 

S^so accordance with the proifisLs of he 

md In r Ilfof the state of affair. and profi 
IS concerns members of the company.” ' ’ 

Accountancy—Method of Preparing Consolidated Account _\i 

™eftjS“ike LuWee’^mi of 

nd pnnciples 15 a great aid, both to accurirv 

)r each subsidiaiw^ being dealt with Th ai^ng a separate column 

.. scwuie,- .1 ;iS2:“S 
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subsidiary its own column on both the Dr. and Cr. sides, and there 
iS on each side an additional column for adjustments and a total" 
:olunm. Separate sheets should be used for the Profit and Loss 
\ccount and for the Balance Sheet. Any adjustments to be m^^de are 
tirst entered on a special journal sheet, which may be in ordinary 
journal form, and from there " posted ” to the “ adjustment ’’ 
:olumn m the Schedules. As it is more than likely that some at least 
Jf the adjustments will need to be referred to when preparing consoli- 
lated accounts m futine years the journal entries should be accom- 
3amed by full " narrations ” and references to any other records used 
)r consulted, and all entries, whether in the journal or schedules should 
3e clear and self-explanatory. Foho references between journal and 
schedule, the latter gainst the “ adjustments ” column, are advisable 
md the best plan is probably to number each journal entry con¬ 
secutively. For the sake of permanence and ease of future reference 
:here is much to be said for keeping all these records in book form, 

■ather than on loose sheets. The method of use is exemplified in the 
Uustration on p. 542. 

The method of proceeding will probably by now be tolerably clear 
0 the reader. All figures appearing in the final accounts of each 
sompany being dealt with, whether in the Profit and Loss Account or 
Balance Sheet, are first entered, in full detail, in the column allocated 
,0 that company, debits in the debit column, and credits in the credit, 
since the original accounts balance, the colunmar totals will agree, the 
Profit and Loss and Balance Sheet schedules separately. Since all 
idjustments originate in the journal, debit and credit sides of each 
:ntry in which must agree in total, the final totals of the entries in the 
idjustment column in the ledger must also agree, debit with credit. 
.t should be mentioned at this stage that " negative ” entries, e.g. a 
:redit adjustment to an account having a debit balance, are best 
;ntered in red ink and thereafter treated as deductions (a standard 
:onvention often used in ordinary book-keeping). When the above 
las been carried out, each “ account ” is cross cast, deducting any 
legative entries of course, and the balance extended to the “ total" 
:olumn. It will be clear from the method of proceeding that since the 
otals of all corresponding columns agree in pairs, including the totals 
»f the " adjustment ” columns, the totals of the " total ” columns must 
Lgree with the sum of the totals of the subsidiary columns, and so with 
lach other. If they do not, some slip or omission has been made, 
vhich must be searched for. Finally, the figures in the "total” 
:olumn are used to compile the Consolidated Profit and Loss Account 
ind Balance Sheet. 

One final remark should be made. Although, in the columns 
lUocated to the individual companies, one entry will appear against 
ach heading, there may very well be more than one entry on the 
orresponding “ line ” of the “ adjustment ” column. Such adjusting 
ntries must necessarily appear underneath each other, and sufficient 
pace should therefore be left when planning the original lay-out to 
iccommodate such entries without trespassing on a “ line ” located 
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The writer realises that it is extremely unlikely that a student will 
be set an examination question sufficiently complicated to demand the 
use of this method—exigencies of time would hardly allow of it— 
nevertheless, its principle is worth understanding. The working of a 
few practical examples vill emphasise the nature of the task in hand 
and show where its difficulties lie. 

Here follow a few examples of the construction of Consolidated 
Profit and Loss Accounts and Balance Sheets, commencing \vith the 
simplest possible. Points of principle arising in the different cases 
vtU be dealt with in discussing the illustration in question. It will be 
seen that, in order to save space and unnecessary’ detail, a certain 
amount of condensation has been resorted to, but not, the author 
hopes, to such an extent as to cause any doubt or confusion: the 
principle example of this is that " fixed assets " have generally been 
shown in the Balance Sheets as a single total; in practice, the different 
tj’pes would, of course, be set out separately. " Comparative " figures 
have been ignored throughout. 


Illustration i.—B, Ltd., is a wholly owned subsidian.’ of A, Ltd., each 
company having one class of capital only. B, Ltd., is engaged in trade, 
while A, Ltd., is a "holding'' company onlv, not trading at all: tijcre 
are therefore no trading transactions at all between .X, Ltd., and B, Ltd. 
Moreover, A, Ltd., has owned all the shares in B, Ltd., ever since the latter 
company was incorporated. Both companies prepare accounts to Deceintjcr 
31 annuaUy, and their respective Profit and Loss Accounts for the year ended 
December 3L I 9 *'* snd Balance Sheets as on that date are given on pp. 
534~535- 


Here there are no adjustments at all. and no explanation is needed 
IS to how the figures in the consolidated accounts are arrived at. The 
lisclosure of the split of the final balance of consolidated profit 
•ppears to be necessar>- in order to comply \rith S. 149 ( 5 ) (i) that is 
'n the assumption that the Profit and Loss Account of A, Ltd, (alone) 
3 not to be included m the accounts laid before the members. Re'^ard- 
ig the two companies as a single undertaking, as is here done*^ the 
hares m B, Ltd., do not, of course, appear at all, being purely an 
itemal aftair, nor does the inter-companv indebtedness. There is no 

Shf3°nof the accounts: the Balance Sheet 
light be headed Consolidated Balance Sheet of A, Ltd and its 

•hoUy „™d subsidian-, B, Ltd., December 31, 1,...” Ther^ts no 

impulsion, though it is natural, to name the subsidiaries where there 

re only one or two: where there are many it is not practicable. 

he consolidated accounts might be dra\ra up as shown on 

0 - 530-537- 


two additional points have been intro- 
ucea. c, utd., is the holding companv, and D, Ltd is its onlv 

\\e are supposing that C, Ltd., holds all the OrdinarA- Sharerin F^Ltd f/ . t? ‘ 
pa>’tiig for them at par, but (unliie Illustration ifc! Udfri^a tIadSiVc 3 pTn^ 
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and buys goods from D, Ltd., which we suppose manufactures them 
nataraUy makes a profit on the goods it seDs, including the goods’ 


D. Ltd., 
sold to C, 


The method of setting out the preference capital and the debentures 
spears in the illustration. The selling of goods by D, Ltd., to C 
td., raises a point of principle, in connection with the valuation of 
ock. In the statutory Balance Sheet of C, Ltd., (alone) stock is 
Burned to be valued (very properly) at its cost to C, Ltd. but as 
ig^ds goods which C, Ltd., has brought from D, Ltd., this is D, Ltd's 
Uing pnce and includes D, Ltd.’s profit on such goods. If therefore 
lere are at the Balance Sheet date any imsold goods in the possession 
C, Ltd., which that company had bought from D, Ltd., it would be 
correct for the purpose of group accounts to value them at the price 
; which C, Ltd., bought them from D, Ltd. They should be valued, 
3t at their cost price to C, Ltd., but at their cost price to the group’ 
hich is D, Ltd.’s manufacturing cost. This is not the place to d«niss 
lethods of costing, so we will merely assume a figure and take it that 
has been arrived at by a proper method: in practice it would not be 
orth while “ splitting hairs ” in a matter of this sort, at any 

Lte the figure in question happened to be large. 

The assumed Profit and Loss Accounts and Balance Sheets of C, 
td., and D, Ltd., are on pp. 539-541. 

Taxation being outside the scope of this chapter, all figures arising 
om taxation have been omitted from this and the following examples, 
> also have all references to the authorised capitals of the several 
)rapanies in question. This raises no points of principle, and the 
;ader will by now be aware that in every real Balance Sheet the 
itails of the authorised capital must be shown. Similarly, it is 
Burned that in each case the audit fees have been settled at the 
inual general meetings of the companies in question: consequently, 
ley need be nowhere disclosed in the accounts (Eighth Schedule, 
ara. 13). 

Before setting out the consolidated accounts, there is one further 
ijustment to explain, which, though it might well be omitted in an 
lamination question, would be almost certain to arise in a practical 
ise. This relatesTb the “ inter-company ” profit on unsold stock at 
le end of the prevdous year. The necessity for the elimination of this 
iter-company profit from the group profit at the end of the current 
ear has already been explained and, (^f course, similar adjustments 
ill have been made in previous years,/the figure involved, however, 
eing different on each occasion. At the end of the last previous 
counting year the aggregate effect of such adjustments will have been 
) decrease (a) the balance of group profit and loss carried forward, and 
») the value of group stock in the Balance Sheet, in each case by the 
mount of the inter-company profit included in the combined stock 
aluations at the date in question. We will now assume that the 
djustraent in question {i.e. at the end of the previous year) was 
i,Q50. which is less than the corresponding adjustment at the end of 
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c) the group profit sho^^•n as carried forward at the end of the pre\’ious 
ear (and appearing in the present accounts as brought forward from 
ist year) ^\•ill have been equal to the total of the separate amounts 
arried forward (£1,320 and/1,310 respectivelv, making £2,630 together), 
^ the adjustment of £1,950, the group profit carried fonvard being, 
berefore, £6So. (2) The group trading profit for the current year will 

e reduced, not by the amount of the inter-company profit eliminated 
t the end of the year but by the amount by whtch the inter-company 
rofit at the end of the year exceeded the corresponding figure at the 
leginning of the year, this excess being, as stated above, £510. The 
ombined trading profit for the year, therefore, with which the 
onsohdated Profit and Loss Account commences, must be the total 
f the separate trading profits (£8,410 and £8,250 respectiveh’, making 
16,660 together) less this amount of £510: the figure is therefore 
16,150. 

If the Consohdating Schedules and Journal are kept as ad\ised on 
». 531, the above adjustments will, of course, appear in them. The 
ntries would be as follows:— 

CONSOLIDATING JOURNAL ENTRIES. 

March ig... 

Dr- Cr. 


Entry no. £ s. i. / s. i. 

I Profit and Loss Account, balance brought forrv^d . 1,950 00 ; 

Trading Profit for current vear Dr. to Stock . . 510 0 0 

2,460 0 0 


CONSOLIDATING SCHEDULE. 
Profit akd Loss Section*—Credit Side. 



! C, Ltd. 

D, Ltd. 

Adj'dstments. 

* 

( 

1 

1 

Total 

1 

l 


i s, d. 

i 5 . J. 

/ 

S. d. 

1 

/ C d 

trading Profit 

5,410 0 0 

5,250 0 0 

(il Dr. 510 

0 0 

16,150 0 0 

r^fit frcm previous year 

1,320 0 0 

1,310 0 0 ^ 

ii) Dr. 1,950 

0 0 

oSo 0 0 


Balance Sheet 

Section*—Assets Side. 




r s. d. 

£ s. d. 

r 

' s, d. 

£ S. ii. 

Stock 

. 29,060 0 0 

23,520 0 0 

(I) Cr. 2,460 

0 0 

50,120 0 0 


In practice, the adjusting entries, being deductions in each case, 

would probably be entered in red ink. ^ 

We are now in a position to draw up the Consolidated Profit and 

Loss Account and Balance Sheet, thus:— 

Illustraiion 3.— This illustration shows a method of setting out the ^position 

in the consolidated accounts where the equity of a subsidi^^ ond 

For the sake of breWty the usual details regarding toe 
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CONSOLIDATED BALANCE SHEET, MARCH 31, 19 
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now be familiar as to the manner in which these are dealt v/ith, and to repeat 
them in ever\' illustration would be a waste of space. It is also assumed ttmt 
the companies do not trade with each other, so that the stock adjustment dealt 
^ith in IliustratioK 2 does not a.risc', and that the shares in the subsidiaries iia\e 
in each case been held ever since their respective dates of incorporation. 

E, Ltd., is tne holdins companv, and F, Ltd., and G, Ltd., its subsidiaries. 
F, Ltd., has an issued capital of /^o.ooo, ail in fully paid Ordinary Shares of 
id each, of which E, Ltd., holds 150,000, and G. Ltd., an issued capital of 
Fioo 000, all in fuilv paid Ordinarv Shares of each, of '.vhich £, Ltd., holds 
90,000. 

It vdU be seen that E, Ltd., holds py-'o of the equity of F, Ltd., and 90% 
of the equity of G, Ltd.; thus shareholders outside the group own the r .-main- 
in? 25'^Q of the equity of F, Ltd., and lo^^ of the equity of G, Ltd., and tnese 
shareholders must receive the separate statutory accounts of these two com¬ 
panies, but thev are not, of course, entitled to receive the group accounts. 

In order at this stage to introduce a further slight complication, it is 
assumed that the shares of F, Ltd., were issued at a price of 22s. od. per £1 
share, the Share Premium Account still standing in F, Ltd.’s Balance hheet, 
while the shares of G, Ltd., were issued at par. Thus E, Ltd.’s holding of 
150,000 shares in F, Ltd., cost /i65,ooo. 

The separate (abbre\-iateu) Front and Loss Accounts of the three companies 
for the year ended December 31, 19.... and Balance Sheets as on that date are 
taken as being as on pp. 546-547, the figures being set out for convenience in 
columnar form. 


The figures of inter-companv indebtedness, required to be disclosed 
as aggregates in the respective Balance Sheets in accordance with the 
Eighth Schedule, paras. 15 (2) and 16 (i), are assumed to be:— 

A 

£ 

Owing by E, Ltd., to G, Ltd. .... i,6So 

„ F, Ltd., to E, Ltd. .... 10,360 

,, F, Ltd., to G, Ltd. .... 3,970 

Thus the aggregate indebtedness of F, Ltd. (to its holding companv 

and fellow-subsidiar}'), is ^14,330, and the aggregate amount due to 
G, Ltd. (by its holding company and fellow-subsidian.’), is {5,650; 
these amounts are separately stated in the respective Balance-Sheets 
of F, Ltd., and G, Lth 

In preparing the Consolidated Balance Sheet, it might at first sight 
seem that the obnous thing to do, as regards F, Ltd., for instance, 
wodd be to spht its Balance Sheet into proportionate parts. One part, 
which woidd deal \nth the interest of F, Ltd., alone, would show three 
quarters of each asset, reseiwe, and habihty, while the other part would 
show the interest of the minority shareholders, the first part being 
used only in the construction of the Consohdated Balance Sheet. 
There are, however, theoretical objections to this, as well as the 
practical one that the inter-company indebtedness would fail to cancel 

course is to consolidate the whole of the assets and 
liabilities and, as regards the capital and the reserves in which the 
mmority shareholders have an interest, to set these out as a separate 
iteni or items (as may seem most informative in the particular case) 
msclosing the value of the minority interests. As regards the Share 
Bremium Account, for instance, which stands in the books of F, Ltd., 
it Is clear that 75°o of this must be treated as forming part of the equitv 
of the group, and the remaining 25% as part of the equity of the 
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le 75°'o paid, by E, Ltd., since the premium was in the first place 
?ceived by F, Ltd., it was at first in the form of cash inside the g^roup, 
ad since the premium is still on the books of F, Ltd., it must be 
^presented by assets held by F, Ltd., in some shape or form. It is 
ear therefore^ that, so far as E, Ltd., is concerned the amount of 22s. oi. 
er share paid for the shares in F, Ltd., was, and still is, represented by 
ijigible assets inside the group. From the point of view of the group 
; a whole, therefore, the payment of each 22s. o.i. represented merely 
le acquisition of 22s. od, worth of assets, and there is no premium. 

1 the Consolidated Balance Sheet the premium, so far as it relates to 
le group,” entirely disappears. The entr\' in the Consolidating 
5umal (in which the £5,000 relating to the outside shareholders has 
ready been dealt vdth in entr\' No. i) would be;— 

Dr. Cr. 

i £ 

F, Ltd., Share Capital .... Dr. 150,000 
F, Ltd., Share Premium ..... 15,000 

To E, Ltd., Shares in F, Ltd. . 165.000 

It ^vill be seen that this eliminates the last two accounts completely. 

It is of the utmost importance to appreciate the reason for the 
mination which takes place in this particular case. It is, as stated 
lOve, that the net assets acquired by the group, in exchange for the 
ice paid, are equal in value to the price paid. From a “ group ” 
lint of \*iew, the fact that the pa^Tnent was for shares is immaterial; 
lat has been acquired is assets which belong to the group. In 
actice, this ^vill rarely be the case, and (almost) never when shares 
s acquired in asubsidiarx' which was already in existence and cam'ing 
business before the date of acquisition of the shares. In such a case 

2 price paid for the shares ^^•ill hardly ever be exactlv equal to the 
ok vdue of the tangible assets owned by the subsidiar\- at the date 
acquisition. There \\t 11 either be an apparent surplus or a deficiency, 

:ording to circumstances, and this case will be considered in the next 
iistration. 


Illustration 4.—H, Ltd., whose Balance Sheet on June 30, 19..., was as set 
lut on p. 553, proceeds on the following day to acquire the whole of the ordinary 
hares of K, Ltd., whose Balance Sheet was as set out on p. 553. The price 
laid for the shares was /64,ooo, and in the subs^uent separate Balance Sheet 
f H, Ltd. (which we need not set out), this uill appear as the cost of In- 
estment in Subsidiary Company.” 

The Consolidated Balance Sheet immediately after the acquisition 

uld be as shown on p. 553, and there are two points in this which 
uire explanation:— 

(i) The (book) value of the equity of K, Ltd., which is also equal 

;he (book) value of the net assets acquired bv the group in exchan^^e 
cash, is:— . o r t, 


res in K, Ltd., at par. 

•enue Reser\-es (the preference Shareholders of K, Ltd., have no 
iterest in these). 


£ 

40,000 

^5.300 


£53.300 
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The calculation of this figure from a “ net asset ” point of view 
ould be:— 

I 

Gross Assets of K, Ltd. ...... 106.700 

Less, Current Liabilities.3.4^^ 


Net Assets ....... 103,300 

Less, Interest of Preference Shareholders of K, Ltd. . 50,000 




The price paid to acquire these net assets was £64,000, wWch is 
10,700 in excess of their book value. It follows that on consolidation 
lis amount of £10,700 remains as a debit balance. It may properly 
e described as Goodwill, or, alternatively and more accurately, as 
Excess of Cost of Acquisition of Subsidiary over Book Value of 

.ssets ” or some equivalent expression. 

It should be noted also that the Revenue Reserve of K, Ltd., 
annot ap{)eaj as such in the Group Balance Sheet. Quite irrespective 
f the cost of the shares, the revenue resera^es have arisen from p^t 
fading, i.e. before the date of acquisition by H, Ltd. From the point 
f view of H, Ltd., therefore, that is from the point of view of the 
roup as such, they represent profits earned while K, Ltd., was not a 
aember of the group. They are therefore capital profits, and while 
hey could quite properly be distributed as dividend at any tune by 
L Ltd., to its members {i.e. now to H, Ltd.), H, Ltd., could not 
•roperly in turn pass them on to its own members: that would amount 
0 a distribution out of capital. If K, Ltd., were in fact to pay to 
I Ltd a di\-idend out of such past profits, the di\udend would from 
he point of ^dew of H, Ltd., amount to a reduction of the purch^ 
)rice paid for the shares, and would most properly be treated m the 
)ooks of H. Ltd., as such, being credited to the Inv^tment Accoimt. 
Utemativelv, H, Ltd., could credit it to a Capital Reserve, but a 
:apital Reser\’e opened in this way would really ^ a set off ag^st 
he Investment Account, being in actual fact related to it ^ 
^resenting a partial realisation of it. In the group accosts, if t^ 
las been done, the Capital Resen^e wodd in any case be deducted 

rom the “ Excess of Cost of Acquisition.” 

(2) The second point relates to the manner of settmg mt the hx^ 

issets of K, Ltd., in the Consolidated Balance Sheet. The separate 
Balance Sheet of K, Ltd., discloses the figure of cost, 

Sant Li is that at the date K, Ltd., became a ^eniber f A 
group, that is to sav the date on which the group acquired ^ 

io be included in the total cost of the group s fixed a^^ f y othe 

instance, that before acquiring the shares of f ^ ording 

u T a Trainatinn made of the fixed assets, and that accoroing 
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) this valuation they were worth £80,000, or £12,600 in excess of the 
00k value. This diSerence is greater than the “ Excess of Cost of 
acquisition of Subsidiary ” {£10,700), and would seem to justify the 
irectors in treating that item as part of the cost of the fixed assets of 
L, Ltd., which would then appear in the Consohdated Balance Sheet 
t £78,100, or £1,900 less than the valuation. This is perhaps a little 
ebatable, and the writer would hesitate to be dogmatic on tte point; 
ut it is certainly arguable that it could be one of the " adjustments ” 
ermitted by the Eighth Schedule, para. 17. 

The converse of the above situation arises when the price paid for 
he shares in the subsidiary is less than the equity, or the book value 
f the net tangible assets acquired. In such a case, a credit balance 
ppears on consolidation, as a very Uttle thought will show: this is 
learly of a capital natme and can, according to circumstances, either 
ppear in the Consohdated Balance Sheet as a Capital Reserve or be 
sed to write down any of the assets of the subsiiary which may be 
onsidered to have been over-valued in the books of the subsidiary at 
he date of acquisition. 

Illustration 5.—L, Ltd., and M, Ltd., whose respective Balance Sheets as on 
December 31, 19..., are set out on p. 555, both prepare accounts annually to 
December 31. L, Ltd., has acquir^ the whole of the shares of M, Ltd., on 
J une 30 immediately preceding, at a cost of ^{39,000, and the net profit of M, 
Ltd., for the year was ;^4,400 out of which it had paid a dividend of 5% 
immediately before the acquisition of its shares by L, Ltd. 

Here the question of the apportionment of the profits of M, Ltd., 
LS between the periods before and after its acquisition by L, Ltd., has 
0 be dealt mth, the former being (as we have seen in lUustr^ion 4) 
:apital from the point of \iew of L, Ltd. The apportionment is niade 
)n whatever basis seems best, having r^ard to the facts of the situation: 
ve will assume a time basis is considered appropriate, without any 
idjustments. Since L, Ltd., owned the shares for six months, one half 
)f the year’s profit, or £2,200, is a revenue profit from the point of 

new of L, Ltd. . 

The equity of M, Ltd., at the current December 31 is £30,000 plus 

;he reserv’es £2,700 and £9,200 (including the undistributed profit for 
;he year just ended), malong £41,900 in all. At the date of acquiation 
t must have been £2,200 less, this being the amount of profit conside^ 
to have accrued during the six months (the previous payment of a 
dividend does not afiect this), and was therefore £39.700* appears 
therefore that net assets standing in the books of M, Lti, at £39.700 
were bought by the group for £39.000. There was therefore a capi^ 
profit on the transaction of £700, and this appears among the capital 

reserves in the Consohdated Balance Sheet. 

The above would need some quahfication if the capital reserve ol 

M Ltd., was a " statutory ” item such as Share Premium Amount or 
Capital Redemption Reserve Fund, or earmarked for a si^ial pui]^, 
such as a Debenture Redemption Reserve. In ^y of ^ rt 
would have to retain its separate identity m the j^osoh^ted 
Sheet, and it would not be permissible to wnte off against it the excess 
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:ost of acquisition of the shares of M, Ltd. Only the " capitalised ” 
revenue reserves, £7,000, would be available for that purpose, leaving 
^2,000 stiU to appear in the Consohdated Balance Sheet as the " Excess 
of Cost of Acquisition.” In the solution given on p. 555 it is assumed 
that this is not the case, the whole of the capital reserv'e being available 
to set ofi. 

One further point remains to be considered: the " cost ” and 
” aggregate depreciation ” of the fixed assets as shown in the Consoli¬ 
dated Balance Sheet. The same considerations apply as in Illustration 
4, but here we have the additional complication that a portion of the 
" aggregate depreciation ” shown in the separate Balance Sheet of M, 
Ltd., relate to the six months since acquisition. It is simply a 
question of ascertaining the facts and analj’sing the figures accordingly. 
For the present purpose we will assume, as a fact, that there have bera 
no additions to, or sales of fixed assets by M, Ltd., during the past year, 
and the total depreciation provided in respect of the year (included, 
of course, in the aggregate shown) was £2,300. The cost of fixed 
assets in the Consolidated Balance Sheet is then made up of (L, Ltd.) 
£108,000, and (M, Ltd.) £21,250, while the aggregate depreciation is 
the total of (L, Ltd.) £32,700 and (il. Ltd.) £1,150. 

Needless to say, it is not only in the j'ear of acquisition of a new 
subsidiar>* that the above adjustments have to be made: the same 
considerations ^vill apply year by year afterwards. Once a portion of 
a subsidiary’s revenue reserves are capitalised for grouping purposes 
the same must be done each year afterwards so long as that subsidiary 
remains a subsidian*; howeVer, the figure once ascertained for that 
subsidiarv* is ascertained for good: it is merely a matter of making the 

same adjustment in each future year. 

As regards the cost and aggregate depreciation of ^ts, the same 
would apply so long as the same assets were held, but since most assets 
are used up and written off sooner or later, the adjustment wiU, on the 
whole, tend to decrease year by year, needing fresh calculation from 
time to time, and when the fixed ^ts held by a subsidiary have all 
disappesjed the need to make this particular adjustment will have 

disappeared too. ^ ^ j. 

In practice, tricky problems in connection with the apporno^ent 

of reserves between revenue and capital can arise, espeaally where a 
company starts by acquiring a minority holding in pother and 
increases its interest by periodical purchases till at last (perhaps ^er a 
considerable number of years) it acquires more than half the eqmty and 
now (for the first time) has a subsidiaiy. Group accounts ar^ow 
prepared for the first time, but it can be seen that the correct tmtmmt 
oi reserves in such accounts can be settled only after a careM Mal^ 
of the reserves over all years, since shares were first ^cqmiw 
company that has now become a subsidiaiy. However it is h^y 
within the scope of this chapter to go farther into this branch of the 

subject, and we will leave it at that. 

Losses of Subsidiaries.— These faU into two categories, losses before 
acquisition and losses after acquisition. 
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Losses before acquisition will naturally have been taken into 
account at the time of acquisition, and will be reflected in the price 
paid for the shares, which will be related to the net book value of the 
assets of the subsidiary' rather than the nominal amount of shares 
acquired. Thus a company may be willing to buy, perhaps in order 
to secure a name or goodwill, the whole share capital of a company 
which has failed and lost practically the whole of its assets, or which 
has for some other reason ceased to trade, and in such a case the 
nominal value of shares acquired may' be many times the price paid. 
In preparing consolidated accounts no particular difficulty arises from 
this fact. The pre-acquisition losses in the subsidiary' books are, of 
course, capital losses from the point of view of the group, and in the 
Consolidated Balance Sheet it is only the excess of the purchase price 


(if any') over the net assets of the subsidiary that appears cis " Good¬ 
will,” " Cost of Control,” or " Excess Cost of Acquisition of Subsidiary',” 
etc. If profits are subsequently made by the subsidiary the holding 
company must decide whether to use them to write off the old losses 


of the subsidiary, or (as it would have to if it wished to receive dividends 


from the subsidiary) to reduce the capital of the subsidiary and get 
rid of the past losses in that manner. Neither course gives rise to any 
difficulty on consolidation, but the consolidated accounts must, of 
course, be drawn up in such a way as to disclose clearly what has been 
done. 


Losses after acquisition are quite another matter. They are losses 
of the group, arid must be dealt with as such, though there is nothing 
to compel the disclosure in the consolidated accounts of the fact that a 
particiffar subsidiary has made a loss or the amount of that loss. 
There is nothing to prevent a holding company transferring the loss 
of a subsidiary to its ow'n books; this is sometimes done, but only, of 
course, where the subsidiary is wholly ow'ned—if there are outside 
shareholders such a course would amount to making a present to them. 
If there are no outside shareholders the transfer amounts to little more 
th^ a book-keeping entry, involving no transfer of equity from one 
mdividud to another. If such transfer is not made, the loss is carried 
forward in the books of the subsidiary concerned, and the consolidated 
accounts must be drafted in such a way as to indicate the fact. 


/tfw/raftow 6 —In this iUustration we wiU take the case of a holding company 

whirh*^;* subsidi^ies, O, Ltd., P, Ltd., and Q, Ltd., none of 

which are whoUy owned. All the shares now held in each subsidiary have 

w if^ acquisition O, 

and had a credit balance standing on its Profit and Loss 

nriAr fcurrent year. P, Ltd., had made a loss 
O I acquisition, but has made profits since, including the current year, 
y. Ltd., IS a foreign subsidiary', not to be consolidated, which has made a loss. 

T +ri^ Accounts and Balance Sheets of N 

0 T tJl ’ o ■' PP- 558-559- The accounts of 

^they are not consolidated, we are not 
S statutory particulars which have to be 

rpn! I F directors remuneration and the information 

required to be disclosed by the Eighth Schedule, para. 15 ( 2 ) ( 3 ) and 
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Ltd., O, Ltd., and P, Ltd. 
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)6o 

[4) (see p. 531). Where a subsidiary is not dealt with in the group 
iccounts this information in regard to that subsidiary must be given in 
the group accounts, just as though the group accounts were the accounts 
a holding company which is not preparing group accounts (para. 21). 
The Consolidating Journal entries and Schedides are set out below 
Eind on p. 561, and the ConsoUdated Profit and Loss Account and Balance 
Sheet on p. 562. 

(f. Ltd., and Consolidated Subsidiaries. 

CONSOLIDATING JOURNAL ENTRIES DECEMBER 31, 19... 


£ntt^ No. 

t 


Outside Interests 
To Profit and Loss Account (old) 

P, Ltd., Loss 25% of £2,700 
O, Ltd., Profit 10% of £300 

Aggregate Loss 


. Dr. ' 

£ s.l ‘ 
675 o o i| 
30 0 0 

£645 o 0 


£ s. d. 

645 0 0 


645 


Profit and Loss (cnrrcnt year) 
To Outside Interests 

P, Ltd., Profit 25% of £3.100 
0, Ltd., Loss 10% of £1,100 

Aggregate profit 


. Dr. 

£ s.l 
775 o o 
no o o 

£665 o 0 


665 o o 


665 


Excess of Cost of Acquisition (O, Ltd.). * 

0 , Ltd-, Share Capital. 

To Investment in O, Ltd. . . . - • 

Outside Interests (^lare Capital) . • • 

Adjustment of share capital of O, Ltd, and cost of Invest* 

ment, etc. 


P, Ltd., Share Capital. 

To Investment in P, Ltd. . . • • • 

Outside Interests (Share Capital) . . . • 

Capital Reserve (P, Ltd.) (Note 1) . • ♦ 

Adjustment of share capital of P, Ltd. and c<Kt of Invest* 
ment, etc. 


Profit and Loss (Old) 

To Capital Reserve (0, Ltd.) . . • • • 

Capitalisation of 90°'© of balance at credit of Profit ^ 
Loss Account of 0, Ltd. (£1, 500) at date of acquiatiOQ 

(Note 2). __ 


Capital Reserve ( 0 , Ltd.) . 

To Excess of Cost of Acquisition 
Set off of the former balance (Note 2). 


Aggregate Depreciation.. 

To Fixed Assets • . . *. * . 1 ... 

To adjust cost of fixed assets of subsidiancs to book value 

at date of acquisition, as stated ^ ^ ^ 

O, Ltd. S S 

P. Ltd.. ° ° 

(See Note 3). „ 


Inter Company Debts (Cr.) . . 1 

Amount due from Snbsidiaiy not conscdidated . I 7 r. | 

To Inter Oanpany Debts (Dr.). . • •_; i 

To out debts between the holding cwnpany and j 

coDsotidated subsidiaries, i 


7,600 o 
50,000 0 


Dr. ii 30,000 0 


Dr. 1,350 0 


Dr. 1,350 o 


Dr. I 10,200 


4.300 

8,100 


52.600 


14,200 0 
7.500 0 
8,300 o 


t ,350 0 


1450 0 


10,200 o 


12,4001 O 
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EXPLANATORY NOTES 

1. Journal entry No. 4. At the date of acquisition this capital reserv’e is a 
set-off against the loss then standing on the books of P, Ltd. N, Ltd.'s proportion 
of this loss (/i2,000) is £9,000, so that on setting off the capital reserve there 
remains a net debit of £700, which represents the actual " Excess Cost of 
Acquisition.*' At the date we are now considering, however, the loss has been 
entirely extinguished by subsequent profits; since this profit is not distributable 
as dividend it is a capital profit from the point of view of the group, and now forms 
the Capital Reserve in the Consolidated Balance Sheet, except as to ^700, which 
has in effect been used to extinguish the *' Excess Cost of Acquisition " of P. Ltd. 

2. Joumed entries 5 and 6. These should be self-explanator\'. It may be 
remarked, however, that there is much to be said for N, Ltd., actually passing 
these entries through its own books at the time it buys the shares in O, Ltd., the 
credit being, of course, to the investment account itself. If this is done the 
matter of capitalising the pre-acquisition profits of O. Ltd., is dealt with once 
and for all, and there is no need to make any further adjustment in this connection 
on consolidation. 

3. Journal entry 7. This entr)’’ is made on the basis that fixed assets are 
retain^ at cost in one account (though admittedly the *' account " in the present 
case is only an entry in a schedule), w'hile aggregate depreciation is accumulated 
in another account. This is most strongly recommended in all cases, as stated in 
Chapter III, p. 47. 

K, Ltd., and Consolidated Subsidiaries. 

CONSOLIDATING SCHEDULES. DECEMBER 31, 19... 

Profit axd Loss—Credit Side, 


Profit and Loss, last 
Profit and Loss this 


N, Ltd. I O, Ltd. 

£ 


P, Ltd. Adjustmtnts. ■ Total. 


c 

2 ,too 


300 ! Dr. 2,700 


I 6,100 Dr. 1,100 


3,100 


Dr. 

Dr. 


6451' 

1.350/; 
665 ! 


L 

1.005 

7,455 


Balance Sheet—Left Side. 


N, Ltd. I O, Ltd, { P, Ltd- Adjustments, j Total 


Share Capital of Subsidiaries 
C^tal Reserves . 


Profit and Loss (need not be shown 
as it is already in the pr^t and 
loss account). 

Inter-Company Debts . 

Current L^ilities. 

Outside Interests—Share Capital 

Outside Intoests—Profit and Loss . 


8,300 


£ 

50,000 


3.700 } 

2.200 ' 


f 

30.000 


600 

1.800 


t 

j: 


: 3 

. 4 

I ! 


Dr. 5 o,oooL 
Dr. 30,000/ r 
8,300' I 

t>r. i, 35 oj I 


Dr. 


, 7 Dr. 4,300 


5.000) 

7.500/ 

645\ 

665/ 


£ 

Na 

8,300 


Na 

12.300 

12,500 


Balance Sheet—Right Side. 



Fixed Assets, at cost 
Aggregate Depredation. 
Inter-Company Dd)ts 
Excess Cost of Acquisition, 0 , Ltd. 

Amoont due frcMo Subsidiary Com 
pany not 
^inrent Assets 


N. Ltd. 0 , Ltd 


45,700 

32,300 

12,400 


18,200 


P. Ltd 



Adjustments. Total. 


7 

Cr. 

10.200 

7 

Dr. 

10,200 

8 

Cr, 

12.400 

3 


7,600 

6 

Cr. 

J .350 
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Staiuiory Inforntaiion ,—The following particulars (details are assumed) are 
required by the Eighth Schedule, para. 21, in relation to the non-consolidated 
company, Q, Ltd. These details are the same as are required by para. 15 (4) to 
be given by a holding company where group accounts are not submitted (note 
that the particulars required by para. 15 (2) and (3) are incorporated in the 
Consolidated Balance Sheet itself);— 

(Pursuant to sub-paragraph (4) (a).) The reason that the subsidiary, Q, Ltd., 
is not consolidated in the group accounts is that this company is incorporated 
and trading in a foreign country, and currency restrictions and depreciation make 
it impossible to ascertain the {>osition satisfactorily. 

(l^rsuant to sub-paragraph (4) (b) and (c).) Q, Ltd., has incurred losses 
since it became a member of the group, the details of which, as nearly as your 
directors can estimate them (taking the Ruritanian peso at 1,000,000 to the £) 
and so far as they concern the group, are as follow's;— 

For the current year.. /650 

For all previous years since Q, Ltd., became a member of the group ;^3,2oo 

No provision has been made in the group accounts for any of these losses. 


EXAMINATION QUESTIONS. 


I. A, Ltd., owns the entire capital of B, Ltd., and 90% of the capital of C, Ltd. 
The following are the Profit and Loss items in the trial balances at December 31, 
covering the year to that date :— 


Credits:— 

Sales. 

Sundry Income .... 
Balance on Profit and Loss Account 
at December 31, 1950 

Debits:— 

Cost of Sales .... 
Sellii^ Expenses .... 
Adnunistration Expenses 
Depreciation Provision for the Year 
Interest on Bank Loans and Over¬ 
drafts . 

Interest on Debentures, gross (paid 
to December 31, 1951) 

Income Tax on Profits of the Year 

1951. 

Dividends (net) Proposed for Year . 


A, Ltd. 

£ 

B, Ltd. 

£ 

C, Ltd. 

£ 

Total 

£ 

755.968 

4.831 

98,762 

127,749 

982,479 

4.831 

30.119 

612 

5.723 

36,454 

522.257 

136.597 

70.540 

5.319 

66,281 

17,865 

11.951 

493 

79.143 

26,035 

13.846 

1.032 

667,681 

180,497 

96.337 

6,844 


— 

242 

242 

4,000 

— 

— 

4,000 

12.739 

7*875 

738 

495 

3.060 

3.150 

16,537 

11,520 


subsidiary companies were acquired on December 
at which date the balances on their Profit and Loss Accounts were 


31. 1949. 


B, Ltd. 

C. Ltd. 




Loss 3,417 
Profit 3,693 


the'dlte oTCisSm -ce 

eoods^tS^nl £ 32.842 for goods sold to B, Ltd. Some of these 

value inodes an inter^mp^”profiYof l2!246‘(i95‘^^^*"^ 
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You axe required to prepare a detailed consolidated Profit and 
Appropriation Account for the year. 

Notes, —fi) Ignore taxation, except when dealing with the specific iten 


Loss and 


Notes, —(i) Ignore taxation, except when dealing with the specific items given. 

(2) The diWsion of the group profit between the holding company and 

the subsidiary companies is not required to be shown. 

(3) Rough workings must be submitted. 

(Institute of Chartered Auountants,) 

a. Red, Ltd., owns the entire issued capital of White, Ltd., and ;^9.ooo of the 
;^io,ooo issued capital of Blue, Ltd. The following were the abridged trial 
balances on December 31, 1951:— 

White, 

Red, Ltd. Ltd. Blue, Ltd. Total. 

£ £ £ £ 

Fixed Assets (at cost) . . . 154.31S 9.743 26.291 190.352 

Depreciation provision . . 9o»39i 5.99fi 9.m ^05,498 

63.927 3.747 17.180 84.854 

Current Assets .... 216,462 39>6io 49,086 305*258 


Current Assets 

Shares in Subsidiaries (at cost) 
White, Ltd. 

Blue, Ltd. 

Amounts owing by subsidiaries ; 
White, Ltd. 

Blue. Ltd. 


7.000 

24,000 

25.372 

20,868 

^^337.628 


Ordinary Share Capital (Authorised 
and Issued) . . . • 

Current Liabilities 
Amounts owing to Holding Company 
Proposed Dividends for 1952 (less tax) 
Profit and Loss Account and General 
Reserve. 


250,000 

38.162 

15.750 

53.726 

^357.628 


White, 

Ltd. 

£ 

9,743 

5,996 

Blue, Ltd. 
£ 

26,291 

9.112 

4 

Total. 

£ 

190,352 

105,498 

3.747 

39.610 

17,180 

49,086 

84.854 

305.158 

— 


7,000 

24,000 

— 

— 

25.371 

20,868 

A3,357 

3^66,266 

£467.251 

7,500 

7,480 

21,827 

10,000 

26,744 

19.407 

3.250 

267.500 

62.386 

41.234 

18,900 

6,550 

16,965 

77.231 

A3,357 

^66,266 

£467.251 


At the acquisition of the subsidiaries on December 31, 1949. their Balance 
Sheets showed the following reserves and undistributed profits: 

White, Ltd. Blue, Ltd. 

£ £ 

General Reserve . . 6,^ 4.^ 

Profit and Loss Account . 1.819 5.32o 

Neither WTiite, Ltd., nor Blue, Ltd., has paid any dividend since becoming a 

***'^T^^Sff^nces on the inter-company balances arise as follows 

ill Payments of A,544 on December 31. 1951. to trade enters by 

-rliss; t'S5“ 

1951. was not received by Red, Ltd., nntil the new year. 

The stock of ^Vhite. Ltd., includes goods bought from R^, LW.. and it is 
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3. strontium. Ltd., and Barium, Ltd., both prepare accounts annually to 
December 31, and the issued capital of both companies is in the form of fully paid 
ordinary shares of each. 

Barium, Ltd., has issued 80,000 shares and on Janaury i, 1950, Strontium 
bought 50,000 of these from existing members at the cost of ;^89,5oo paid in cash. 
The net assets of Barium, Ltd., as on December 31, 1949, as disclosed by its 
Balance Sheet prepared subsequently, after provision for a dividend of io% for 
1949 (which was paid in AprU, 1950, and of which Strontium, Ltd., received 
£ 5 »ooo) amounted to ;fi40,ooo. 

The following statement shows the position of the two companies as on 
December 31, 1950 


Summary of Balances after Closing Profit and Loss Accounts 



Strontium, Ltd. 

Barium, Ltd. 


Dr. 

Cr. 

Dr. 

Cr. 

Share Capital 

£ 

£ 

£ 

£ 


200,000 

80,000 

Capital Reserves .... — 

Revenue Reserves as on December 31, 



40,000 

1949 .... 

. — 

60,000 


20,000 

Profit for 1950 


37,000 


12,000 

Shares in Bairam, Ltd. . 

89,500 

- 

Dividend thereon for 1949 

5,000 



Fixed Assets 

160,500 

153.000 


Cniient Assets 

62,500 

• 


17.300 

— 

Current Liabilities 

10,500 

18,300 


^312.500 /3i2,5oo 

^{170,300 

^{170,300 


There was no inter-company indebtedness. Neither company had paid any 
interim di\ddend, and each now prop<^ to pay a di\-idend of 10% for 1950. 
You are required to draft a consolidated balance sheet. 

Show any workings and ignore taxation. {Chartered Insiituie of SecretarUs.) 

4. Tabulated below are the Profit and Loss Accounts of Parent, Ltd., A, Ltd 
and B, Ltd., for the year ended March 31, 1946 :— 


Dr. 

Brought Forward as on April i, 194s 
Directors' Fees . . . 

Contributions to Staff Pension Funds 
Writ|CT-ofi Shares in B, Ltd. 
Provision for Taxation 
Transfers to Reserve . 

Proposed Dividends (net) 

Carried Forward 


Cr. 

Brought Forward as on April i, 104? 
Trading Profits .... 

Dividend from A, Ltd. (gross) 
Carried Forward 


Parent, 


Ltd. 

A, Ltd. 

B, Ltd. 

i 

£ 

i 



25,000 

5.400 

3,200 

1,000 

10,000 

7,000 


3,000 

— 


163,000 

64,000 


50,000 

18,000 

—* 

80,000 

2,500 


35.600 

69,300 

— 

£347,000 

£164.000 

£26,000 


£ 

30,000 

313,000 

4,000 


£ 

40,000 

124,000 


500 


25»50o 


;^347,ooo £164,000 £26,000 
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You are informed :— 

(1) that on April i, 1945, Parent, Ltd., acquired— 

(i) So% of the issued and paid up Ordinary Shares of A, Ltd., which has 
no other cUss of shares, and 

(ii) 75 of the issued and paid up Ordinary Shares of B, Ltd.; 

(2) that the issued and paid up capital of B, Ltd., includes 10,000 5®^ 
Preference Shares of £i each, of which 6,000 have for several years been held 
by Parent, Ltd., and on which the dividend has been paid up to March 31, 

^944* 

(3) that during the year Parent, Ltd., had purchased goods for ^^27.000 
from A, Ltd., at a profit of £8,500 to that company, and that of those purchases 
£15,000, which had yielded £5,000 of that profit, were included in the closing 
stocks of Parent, Ltd. at £14,000; 

(4) that included in the Plant and Machinery Account of B, Ltd., at cost, 
is plant purchased during the year from Parent, Ltd. (who manufactured it) at 
a profit to that company of £2,000; 

(5) that each company has pro^uded for all taxation including income tax 
at I os. in the £ on its income to March 31, 1946. 

Draw up a Consolidated Profit and Loss Account for the year ended March 31, 
1946. Show your detailed workings and indicate the correlative additions to and 
deductions from balances aggregated for inclusion in the Consolidated Balance 
Sheet. (Instiiuie of Chartered Accountants.) 

5. Tabulated below are the draft Balance Sheets of Parent, Ltd., and its 
subsidiaries. A, Ltd., and B, Ltd., as on ilarch 31, 1947 :— 


Share Capital:— 

Authorised, Issued and Paid up— 

Ordinary Shares of £1 each . 

5% Camillative Pr efer ence Shares of £i 
each ...... 

4.®e Mortgage Debentoies .... 

Preminm on Issue of Shares 
Creditors:— 

Parent, Ltd. ...... 

Members for proposed Dividend [net) 
Others. 

Bills Pavable:— 

Issued to ParMit, Ltd. .... 
Bank Overdraft ..... 
Leasehold Amortisatian Fond 
E.P.T. Post-war Refrmd :— 

Provisional Amount .... 
General Reserve:— 

Brought Forward ..... 
Added daring Year .... 

Profit and Loss Account:— 

Broo^t Forward ..... 
Profit for Year ..... 

Proposed Dividaid recevable from A, Ltd. 

(gros) ,..••• 


Transferred to Reserve 


Pakznt, Ltd. 

A, Ltd. 

B, Ltd. 

£ £ 

£ £ 

£ £ 

500,000 

150,000 

12.500 


— 

20,000 

550,000 

50,000 

— 

20,000 

175,000 



55.125 

— 


8,250 


105,000 

32,000 

3.000 

^000 





30,000 

— 

— 

75,^5 



38.000 



9,000 

— 


75,000 

100,000 

20,000 

80,000 

100 OGO 

1/5,000 

120,000 

24,000 

45,000 

141,250 

165,000 

165,250 

12,500 


177.500 

165,250 

100,000 

80,000 

77,500 

85,250 


Writtea-of Shares in B, Ltd, 
Proposed Divided (net) 
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Parbxt, Ltd. A, Ltd. B, Ltd. 

£ £ I £ £ £ 

Goodwill, at cost. 90,000 175.^*00 

Freehold and Leasehold Properties, at cost . 270,000 65,000 12,500 

Plant and Machinery, at cost . . . 460,000 70,000 12,900 

Depreciation.110,000 18,000 900 

- 350,000 52,000 12,000 

Leaseholds Amortisation Fend Policies — 38,000 — 

Investments, at cost:— 

125,000 Ordinary Shares in A, Ltd. . 300,000 

12,500 Ordinary Share in B, Ltd. . 12,500 

100,000 Preference Shares in B, Ltd. 10,000 

3=2,500 

Dividend (net) paid by B, Ltd., out of 
Surplus PTi<;ting at date of Purchase . 7,500 



y^otes. —(i) On April i, 1946, A, Ltd., issued to Parent, Ltd., 125,000 Ordinary 

^ares for ^^300,000 paid in cash. The cash was applied by A, Ltd., 
in subscribing for So,000 shares in Parent, Ltd., at 25s. a share and 
/2oo,ooo debentures at par. 

(2) On the same date. Parent, Ltd., acquired for cash at par 12,500 

Ordinary Shares in B, Ltd. A di\'idend of net paid by B, 

Ltd., out of the surplus existing at the date of purchase was applied 
in wnting down the cost of the investment which has been further 
reduced by ;^2,500 appropriated from profits. 

(3) The stocks of Parent, Ltd., include /40,ooo purchased from A, Ltd. 

. 5'^3r, at a profit to the latter company of /io,ooo. 

(4) Tl^ Plant and Machinery of B, Ltd., includes plant acquired from 

F^ent, Ltd., during the year at a profit to the latter company of 

/6,ooo. ^ 

(5) The di\'idend on the Preference Shares of B, Ltd., is one year in 

arrear. 


(b) to draft the Balance Sheet. 


Calculations 

dccourUanis.) 
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the shares P, Ltd,, had no reserves and there was a debit balance of j^ii.ooo on 
its Profit and Loss Account. Since then P, Ltd., has made profits, and there is 
now a credit balance of ;^7,ooo on its Profit and Loss Account. 

Q, Ltd., has an issued capital of ;^5o,ooo, all in fully paid ordinary shares, and 
the cost of these to X, Ltd., was ^64,000. At the time of acquisition of these 
shares by X, Ltd., the reserves and undistributed profit of Q, Ltd., amounted to 
j^8,ooo but since acquisition Q, Ltd., has incurred losses which have reduced its 
reserves (including undistributed profit) to ;^4,ooo. 

You are required to state :— 

(fl) how you would recommend that X, Ltd., should deal with the shares 
of the two subsidiaries in its books and accounts, and 

(6) how the position would be reflected in the consolidated accounts. 

{Chartered Institute of Secretaries^) 

8. On July i, 1945. M, Ltd., bought, at a cost of ;^47,500. 40,000 out of the 
50,000 issued Ordin^y shares of C, Ltd., and has held them continuously ever 
since. Both companies make up accounts annually to June 30. and the Balance 
Sheet of C, Ltd., drawn up as on June 30, 1945, disclosed (after providing for the 
final dividend for the previous year, in which M, Ltd., did not participate) a 
capital reserve of /4.000 and revenue reserves totalling 2,000. 

The respective Balance Sheets of the two companies as on June 30, 1949, in 
summarised form, were as follo^^'s :— 


M, Ltd. Balance Sheet—June 30, 1949. 


Issued and Fully Paid 
Capital 

100.000 Shares of fi . 100,000 
Revenue Reserves (including 
balance of Profit and Loss 
Account) . . 52,500 

Current Liabilities . 19.300 


/i7I,8oo 


Fixed Assets . 83,000 

Investment in Subsidiary 
Company 

40,000 Ordinary Shares 
in C, Ltd., at cost 47*50o 

Dividend Receivable from 
Subsidiary Company . 2,400 

Other Current Assets . 38,900 




Fully Paid 


Issued and 
Capital 
20,000 Preference Shares 
oi£i 

50,000 Ordinary Shares. 


Capital Reserve . 

Revenue Reserves (including 
Balance of Profit and Loss 
Account) 

Dividend Payable on Ordin¬ 
ary Shares 

Other Current Liabilities 


C, Ltd. Balance Sheet— June 30, 1949, 

£ 


20,000 

50,000 

70,000 

4,000 


18,000 

3,000 

8.500 


/103.500 


Fixed Assets 
Current Assets 


I 

62,000 

4L500 


;fi03,5oo 
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9. Prepare a v'oiii-.*lidated VrotiX. and AcCvi^iit f«»r iLe ye.Ar ended March 
31, 105::, oi X. Ltd., and its subsidiaries. V, Ltd . an 1 Z. LM Tbc and L>ji 
Accounts of each co'mpany, and supplementary ini'jrmati'.'n, are t’i\en 


Trading Profits 
Investment Income (gross 
Income from Subsidiaries \k:rosi 
Interest on Debentures—V. Ltd 
Di\"idend Receivable—Y, Ltd. 

—Z. Ltd. 


Deduct — 

Directors’ Remuneration 
Auditors’ Remuneration 
Depreciation 

Debenture Interest (grossi 


Balance ..•••• 
Deduct — 

Taxation on Profits and Income to date 
Profits Tax .... 
Income Tax .... 


Net Profit for Year . 

Add —Balance from last year 


Deduct — 

Transfer to General Reserx'e . 
Proposed Dividends (net) 


Balance to next year 


Ltd. 

Y. Ltiv 

/ Lr:- 

M 

4 

>. 

j j 

I Zo 

1 'XJ 

• 

s z • > *.* 

liyo 

1 , 5 ^ 



35.220 

20,ir.ra 

12.34..- 

3,000 

5,000 

1,500 

300 

3,0:0 

600 

75 > 

300 

:,c»o 

8,500 

5.400 

2.950 

36.720 

20,760 

9.290 

3,000 

13,000 

3.S60 

e.ooo 

i.k>o 

4.695 

15.000 

I i.Soo 

6.490 

11.720 

20,000 

b.goQ 

12,000 

2.S00 

IQ.000 

31.720 

20,900 

I2.S0O 

5.000 

2,625 

2,000 

3150 

2,000 

1.050 

^ 62 ^ 

5-150 

3 - 05*5 

/24.00s 

U 5 .: 5 <^ 

^0,750 


The holding of X. Ltd., in Y, Ltd., comprises .i-.ooo ordman; stock out of a 
total of £30,000; and in Z, Ltd., comprises £7,500 ordinari- stock out of a total 

xL^^iances on Profit and Loss Accounts of Y. Ltd., and Z, Ltd., when (many 
years ago) X, Ltd., acquired shares in those compames were 

Y, Ltd.£5.000 (credit! 

Z, Ltd. . . ■ • iLOOo (debit). 


There were no other revenue resen es at date of acquisition, or at March 31 
'""stock of Z. Ltd., at March 31. ^;^tS 


. Ltd., at cost plus 25° 
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Director's Remnneration comprises 
Director 


X, Ltd 
£ 


Y, Ltd. 
£ 


Z, Ltd 
£ 


1,000 

1,000 

500 


1,000 

250 

250 

-— 

750 

500 

£3.000 

£^.500 

£750 


{Incorporated Accountants.) 

10. The sammarised accounts of Aye, Ltd., and its subsidiary Ess, Ltd., for 
the year ended December 31, 1950, were :— 


Profit and Loss Accounts ;— 

Trading Profit. 

Before charging — 

Provision for Depreciation 
Directors' Remuneration . 

Debenture Interest (gross) to Aye, Ltd. 
Auditors' Remuneration . 


Ave, Ltd. 

£ £ 

5.177 

5,000 


320 


Balance at January 1, 1950 . 
Investment Income (gross) . 
Dividend from Ess, Ltd. (gross) 


Profits Tax to December 31, 1950 
Income Tax 1951-52 (estimated) 
General Reserve . 

Dividends Proposed (net) 


Balance at December 31, 1950 

Balance Sheets:— 

Fixed Assets at Cost . 

Less Aggregate Depreciation 


Interests in Subsidiary Company 
Shares at Cost 
5% Debentures 
Current Account 
Dividend Proposed (gross) 

Current Assets • 


ro,i6o 

24.756 

20,000 

12,600 


10,497 

55.S76 

26,957 

750 

6,000 

89,583 


67.516 

22,067 

£ 

95,459 

21,738 

73,721 


37.500 

20,000 

II.92I 

6,000 


Share Capital—Authorised and Issued . 


Profit a 
Income 


75.421 

107.746 

256.888 

100,000 

40.845 

22,067 

24.756 


Ess, Ltd. 

£ £ 

28,412 

3.492 

3.000 

750 

loo 

- 7.342 

21,070 

4.650 


4.155 

8,907 

4.200 

4.200 


25.720 


21,462 

4,258 

£ 

34,350 

7,270 

27,080 


71.421 

98,501 

20.000 
X 1.800 

4.258 

8.907 


5 % Debentures . 


187.668 


44.965 

20.000 
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Ayu, Li 1). 

Es" L:j 

Balance She--t5 ; — 

Current Liabilities 

1 ^ 

•- 

4 ♦ 

♦ ^ 

Sundn- ..... 

■ 33 AC 3 

A:; 

Fronts Tax to December 31. niv.- 

. io,r,'..* 

4 I;: 

Income Tax, 1050-51 

■ 33 337 

^ u > 

Current Account—E^s Ltd. 


: I, 

Proposed Dividends net . 

A 

I 2. E 'J 

- V0.22'.» 

4.200 




Aye, Ltd., acquired 15,000 shares in Ess. 
105 . per share. At that date Ess, Ltd., had r 


Ltd , on January- : 
serves as under • 



General Reserve .... 7.000 

Front and Loss Account .... 4.050 

Future Income Tax. 1930-31 5-30 


On April I, 1930. Ess, Ltd., issued /co.cco 5'^., Ttebentures to Aye. Ltd. At 
December 31. 1950. Ess, Ltd., had in stock coods valued at ^g.Coo purcha-e: 
from Ave, Ltd., ^vhich sells to its subsidiar.* at cost plus 20'-^. 


Prepare Consolidated Front and Loss Account 
31, 1930, and a Consolidated Balance Sheet 
AcJOun.AjnL'.} 


lor the year ended December 
at that date, /ru'or.'oj;:.; 


II. Parent Co.. Ltd., purchased 0: the Ordinary* Shares in A.B , Ltd 
June 30. 194Q. at a cos: of mo, 000. No Balance Sheet '^-as prepared at the date 
of acquisition. The Balance Sheet as at December 31. 194S, and December 31, 
1949, of A.B., Ltd., \va5 as follows ;— 



104A 

0 

3 Q 49 - 

♦ 

1 


I'.qt. 1949 

* * 

Capital, 10,000 Shares . 
Revenue Reserves 
Appropriation Account 

lO.OCO 

20.000 

5,000 

10,000 

22.000 

I 1.000 

Net Assets 
Goodv.in . 

30.000 

S.OOO ' OA' 


*As.coo 



-35.crO :;43 .v': 


Parent Co,. Ltd.’s, Balance Sheet at December 31. 1049 was as under 


Capital 
Reseiwes :— 

Capital . 

Revenue 

Appropriation Account 



10,000 
so.coo 


£ j _ ^ ■■ 

100.coo , Subsidiaiy* Co. :— 

f Cost of 0.000 j-'i Shares 

i A.B., Ltd. . 3 ^.^-- 

Other Net Assets i3o„o:j 

00 00 
20,000 


i 1^0.oco 



Prepare the Consolidated Balance Sheet of Parent Co., Ltd., as at December 
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la. The following are the Profit and Loss Accounts of Aye, Ltd., and its 
snbsidiahes. Bee, Ltd., and Cee, Ltd., for the year ended December 31, 

1948:— 

Aye, Ltd. Bee, Ltd. 


Trading Profit for the year before taking into 
acconnt the items set oat below 
Investment Income (gross) 


Profit on Sale of Plant to Cee, Ltd. 
Proposed Dividends, 1948 (gross) 
From Bee, Ltd. 

Cee, Ltd. 


Provisions for Depreciation 
Directors’ Remoneration 
Debentnre Interest paid to 
Auditors’ Remnneration 


Balance 


99 


January i, 1948 


Profits Tax C.A J*. ended December 31, 1948 
Income Tax, 1948-49 . . . . 

„ 1949-50 (estimated) 

Transfer to Reserve. 

Preference Dividends Year 1948 (net) . 
Proposed Ordinary Dividends Year 1948 (net) 


£ 

94,500 

1,000 


6,400 

3 ,fioo 


10.000 

5,000 

500 


12,000 

1,500 

37.500 

25,000 

1,650 

11,000 


£ 

40.000 

500 

1,000 


3.500 

2,000 

250 


5,000 

500 

13.500 

10,000 

330 

4,400 


Cee, Ltd. 
£ 

30,000 


£105,500 £4^.500 £30,000 


5,000 

2,000 

500 

200 


irs.’ioo 

£5.750 

£7.700 

90.000 

35.750 

22,300 

8.650 

4.200 

3.750 

£98,650 

£39,950 

£26,050 


4,000 

100 

9,000 

7,000 

275 

2,640 


;^ 88 , 65 o £33.73o £^3>oi5 


Balance carried Forward 


^10,000 


£ 6,220 


£3.01 s 


Issued Share Capital: 
Reference 


£50,000 £10,000 £10,000 


Ordinary 


£200,000 £100,000 £80,000 


Ltd., holds 80% of the Ordinary Share Capital of Bee, Ltd., and 75% of 

the Ordinary Share Capital of Cee, Ltd. AU the Preference Shares are hdd out¬ 
side the group. 

A required to prepare the Consolidated Profit and Loss Acconnt of 

Aye, Ltd,, for tiie year 1948, {Jncorporaied AccouniaaUs.) 


13 . You are required to prepare the ConsoUdated Balance 

DMembff 3*. 195°. of C.G^. & Co.. Ltd., and its two Subsidiaries. 
Ltd., and A.O.B. & Co.. Ltd. «»iuuuica. 
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The Balance Sheets as at December 31, 1950, were as under :— 


Capital and Surplus :— 
125,000 £1 Shares, 
fully paid 
Revenue Reser\'es 
Profit and Loss Ac¬ 
count . 

Current Liabilities 
Account Current with 
A.O.B, & Co., Ltd.. 
Others 


C.G.E. & Co., Ltd. 


/ 


I 


125,000 

18,000 

16,000 

-159,000 


3.300 

7,000 

- 10,300 


Fixed Assets . 

Investments in Sub¬ 
sidiary Companies, 
at cost;— 

75,000 £1 Shares 
I fully paid, B.T.P. 

I & Co., Ltd. 

15,000 £z Shares, 
fully paid, A.O.B. 
& Co., Ltd. 

! Current Assets :— 
Stock in Trade 
Account Current 
with B.T.P. & 
i Co., Ltd. 


' Others . 


I 



i 

28,000 


85,000 


18,000 

-103,000 


12,000 


8,000 

18,300 

- 


/169.3OO I 


/i69,300 


B.T.P. & Co., Ltd. 


/ 

Capital and Surplus :— 

100,000 £i Shares, 
fully paid . . 100,000 

Revenue Resen’es . 10,000 

Profit and Loss Ac¬ 
count . . . 2,000 


Current Liabilities :— 

Account Current with 
C.G.E. & Co., Ltd. 7,000 
Others . . . 5/^00 


^ Ui,ed-^S.U . . . 

■ Investment in Subsidmr)' 
Company, at Cost:— 
i 40.000 £1 Shares, fully paid, 
I A.O.B. & Co., Ltd. 
Current Assets 

112,000 i 

t 

* 

I 

1 

i 

12,000 ' 


£ 

55,000 


53.000 

16,000 


/124.000 


£124,000 


Capital and Surplus 
60,000 £i Shares, fully 
paid 

Revenue Reserves . 
Profit and Loss Ac¬ 
count . 


A.O.B. & Co.. Ltd. 



60,000 

7,200 


5.100 



Fixed Assets . 
Current Assets:— 
t Account Current 
with C.G.E. & 
Co., Ltd. . • 

1 Others . 


72,300 


£ £ 

37 oOO 


3.300 

3 L 500 

- 34,800 


£72.300 ' 

I 



Thp purchases of the investments were all made on June 30, 195O; 

. ^ 1- TMir-rViaop f»f the investments the Subsidiary 
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Revenue Reserves . 

4 

B.T.P. & Co., Ltd. 

£ 

9,000 

A.O.B. & Co., Ltd. 

L 

6,000 

Profit and Loss Account . 

• 

1,000 

840 

Current Liabilities . 

• 

. 4,000 

36,840 

Fixed Assets . 


55,000 

Stock-In-Trade 

• 

4,000 

-- 

Other Current Assets 

• 

55.000 

30,000 


Dividends have not been declared by any Company during the year ended 
December 31, 1950, and neither are any proposed. 

The whole of the Stock-ia-Trade of B.T.P. & Co., Ltd., as at June 30, 1950 
(j^4,ooo), was later sold to C.G.E. & Co., Ltd., for £^,^00 and remained unsold as 
at December 31, 1950. 

Included in the Account Current of B.T.P, 6 c Co., Ltd., is a charge for interest 
of /320 which has been credited to C.G.E. & Co., Ltd. 

Cash-in-Transit from B.T.P. & Co., Ltd., to C.G.E. & Co., Ltd., was j^i,ooo 
as at close of business on December 31, 1950. [Incorporated Accountants,) 

14. The following are the summarised trial balances as on December 31, 1950, 
of three finance companies before taking into account any appropriations or 
final dividends to be recommended by the directors :— 


Credit Balances:— 

Issued Share Capitals in Shares of £1 — 
Ordinary . . . . . 

6% Preference .... 
5% Preference . . . . 

4i% Debenture Stock .... 
Share Premium Account 
General Reserves as at December 31, 1949 
Profit and Loss Account balances, Decem¬ 
ber 31, 1949. 

Investment Trading Profit for the year 
ended December 31, 1950 . 

Income from Investments for the year 
ended December 31, 1950 . 

Interim Dividend on 6% Preference 
Shares of Better, Ltd., for half-year 
ended June 30, 1950 


Debit Balances:— 

Ret Assets other than Interests in Sub¬ 
sidiaries . 

Management Expenses 
Interim Preference Dividends for Half- 
year ended June 30, 1950 . 

Debenture Stock Interest 
Shares in Group Companies, at cost:— 
Ordinary Shares— 

Better, Ltd. . . ;{40o,ooo 

Capit, Ltd . . . 200,000 

fj ♦ * . 75#®^^ 

Preference Shares— 

Better, Ltd. . . 100,000 


Adastra, 

Better, 

Capit, 

Ltd. 

Ltd. 

Ltd. 

£ 

£ 

£ 

1,000,000 

600,000 

400,000 

— 

300,000 

100.000 

500,000 



500,000 

— 

— 


— 

100,000 

400,000 

120,000 

40,000 

95-420 

43-200 

12,048 

93-505 

19,450 

7.480 

66,320 

61,050 

34.820 

3,000 

— 


;^2,658,245 

/1,143,700 

^694,348 

£ 

£ 

£ 

1,861,440 

1,040,400 

686,248 

21,805 

4.300 

5,100 

12,500 

9,000 

3-000 

22,500 


— 

400,000 

_ 


240,000 




90,000 

— 

100,000 


- - 

,^2.658,245 

^1,143,700 

;^694.348 
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The directors of the various companies recommend that the Preference 
Dmdends for the half-year ended December 31, 1950, should be paid and in 
addition recommend:— 


Adastil\, Better, Capit, 

Ltd. Ltd. Ltd.* 

Transfers to General Resen e . . . ;^50,ooo £15^000 £4,000 

Ordinar}" Dividends for year 1950—actual 8% 7^% 6% 


The Preference shareholders are only entitled to dividends at the rates stated, 
and are not entitled to any participation in surplus assets in the event of 
^^•inding-up. 

The share capitals of all companies have remained unchanged since their 
formation. Adastra, Ltd., subscribed at par for the shares it holds in Better, 
Ltd., when that company was formed. The shareholdings of Adastra, Ltd., and 
Better, Ltd., in Capit, Ltd., were purchased (ex 1949 dividend) on January i, 

1950- 

It has been decided that the companies in the ^oup should, in accordance 
with previous practice, take credit for final di\ddends receivable on inter¬ 
company shareholdings. 

You are required :— 

(a) to prepare the Profit and Loss Accounts of Adastra, Ltd., for the year 
ended December 31, 1950; 

(h) to prepare the Consolidated Profit and Loss Account of Adastra, Ltd., 
and its subsidiaries for the year ended December 31, 1950, and 

(tj to prepare a schedule showing the interest of the minority shareholders 
in the capita , reserx'es and undistributed profits of the group, as required for 
inclusion in the Consolidated Balance Sheet as at December 31, 1950. and to 
give appropriate wording for this item. 

Ignore T.axation, Directors' Fees and comparatito figures. 

(Chartered Accountants, 


15. Tins, Ltd., Cans, Ltd., and Boxes, Ltd., are three companies whose 
financial vears end on December 31, On January i, I 94 ^» Cans, Ltd., purchased 
25 000 shares in Boxes, Ltd. On December 31* ^ 94 ^> Tins, Ltd., purchased the 
whole of the issued share capital of Cans. Ltd. and on the same date bought from 
various shareholders other than Cans, Ltd., 25.000 shares in Boxes. Ltd. 

Each company prepared draft accounts for the year ended December 31,1948, 
and their trial balances after preparing the Profit and Loss Accounts for the year 


mav be summarised thus :— 

0 


Credit Balances ;— 

Creditors 

Current Account Tins, Ltd. 

,, —Cans, Ltd. 

General Reser\*e 
Overdraft—Western Bank 
Profit and Loss Account at Decem¬ 
ber 31, 1047 . • , * , , 

Profit and Loss Account—1 ear ended 

December 31,1948 

Provision for Depreciation—at De¬ 
cember 31, 194S . . - • 

Provision for Plant Renewals . 

Share Capital—Authorised and Issued 
in Shares of £i each 


Tins, Ltd, C.\ns, Ltd. Boxes, Ltd. 


£ £ £ 

46,420 22,700 27,300 

— 15,400 600 

— — L350 

so.000 10,000 18,000 

— 12,490 — 

16,580 7.600 3.960 

53,280 12,400 10,500 

- 20,000 7,575 

13,700 — — 

200,000 100,000 75 . 

/37Q.Q?o /200.59Q /I 44 .^^ 
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Debit Balances 
Balances with United Bank 
Cost of Shares in Cans. Ltd. 

„ „ Boxes, Ltd. 

Cnrrent Account, Cans, Ltd. 

,, Boxes, Ltd. 

Debtors 

Goodwill—at cost . 

Plant and Machinery—at cost 
Stocks .... 


Tins, Ltd. 

Cans, Ltd. 

Boxes, Ltd 

£ 

i 

i 

37.350 


18.510 

120,000 

— 

— 

40,000 

45,000 


15.400 



3.000 

1.350 


61,780 

53.000 

31.275 

— 

21,000 

12.000 

62,000 

40,000 

21.000 

40,450 

40,240 

61.500 

£379,1)80 

/200.590 

£144.285 


Yon are informed that:— 

(i) half the Stock of Cans, Ltd., bad been invoiced to that company by 
Tins. Ltd., at cost plus 33l%; 

(ii) the diffCTence on current accounts arises from a cheque in course oi 
post at December 31 being dealt with by the receiving company as a January 
1949 item; and 

(iii) the proposed dividends are Tins, Ltd., 15% and Boxes, Ltd., 
IO%- 


Yon are required to prepare the Consolidated Balance Sheet of Tins, Ltd., and 
its subsidiaries as on December 31, 1948. Ignore taxation. {Qhairiertd 
AccoufUanis.) 


16. On March 31, 1951, A.B., Ltd., purchased 90.000 Ordinary Shares in 
CJ)., Ltd., for £135,000, the consideration being the issue by A.B., Ltd., of 
100,000 Ordinary Shares at a premium of 7s. per share. 

The Balance Sheet of C.D., Ltd., at December 31, 1951. may be summarised 
as follows:— 


Capital, 100,000 Shares of £i each 100,000 
Capital Reserve .... 22,000 

Profit and Loss Account:— 

Balance, December 31, 

^950 • • ;i7.200 

Profit for year . 11,000 


Assets . 


18,200 

Dividend in respect of 1950, 
paid June 15.1951 . 5,000 

Creditors. 


13.200 

16,800 


;^I52.000 


£ 

152,000 


;^I52.000 


of taxation, in the books 

of A.B., Ltd., and m the Consolidated Accounts for the year ended December ai 
195*' (IiicorporaUd Accountants.) ^ 





6^^ Preference Shares 


1 9 


/ bv 

• 

40,000 A. 
60,000 O.S.* 


bv 


bv 


j- 100,000 


Xil. 


A'll. 


Ordinan' Shares 


f ♦ 


400,000 A. 240,000 A. 140,000 B 

100,000 O.S.* 160,000 O.S.* 60,000 C. 


^.500,000 


£400,000 


£ 200.000 


Reser^'es in separate Balance 
Sheets at December 31, 1951 
Capital . . . . 

Revenue 


100,000 

400,000 


Xil. 

200,000 


Nil. 

300,000 


* Xote .—“ O.S.” above indicates that the shares in question are held b 
shareholders outside the group. 

On June 30, 1052, A bought from outside shareholders a further So,000 share 
in C. bringing their holding up to 320.000. 

Xone of the companies paid interim dividends on any class of shares durin 
1052, and the ascertained prohts for that year, before any appropriations, were 


Draw 

December 


B, £50,000; C, £36,000; and D, £30,000. 

up a statement showing the group capital and revenue reser\'e5 < 
31, 1951, and movements during 1952. [Chartered Secretaries.) 

18. Companv A having an Issued Capital of 500,000 Ordinan.- Shares of lo- 
which are quoted on the Stock Exchange at 25s., acquires the entire Sha 
Capital of Company B, whose Ordinarv' Shares of £1 are quoted at 475, 6d. ar 
are represented bv a summarised Balance Sheet as follows :— 


Share Capital—100,000 Ordin¬ 
ary' Shares of £i 
Capital Re5er\'e . 

Front and Loss Account 


Company B. 


100,000 

20,000 

30,000 

i'l so.ooo 


Good'wrill . . . . 

Fixed Assets 

Current Assets, less Current 
Liabilities 


J. 

** 

20,CK 

60,0( 
70,Oi 




The consideration is the issue of rivo new Ordinary" Shares of los. (with t 
same nehts as those already issued) in Company A for each Ordinary' Share of; 

acquired in Company B. 

You are required to set out :— 

(i) all the relative entries in the hrst subsequent Consolidated Bal^ 
Sheet of Companv A and its subsidiary* B, giving enect to the above tran^ctio 
i :ii Anv provisions of the Companies Act, 194S, relating to the applicatu 

of anv balances arising. 


Chapter XIV 


DEP4RTAIEXTAL AXD BRANCH ACCOUNT 

BR-\N'CH ACCOUNTS 


EOREIGN 


I. DE?ART':EXrAL A 


{ { in 


N i 


*KEN a selling orjanisa'ion is conducted on modem lines, whether 
be a wholesale or a retail organisation, the business is usuallv sub- 
v:ded for adniinistrative purposes into appropriate deparLiuents, 
hus, for example, a dealer in lesnher poods miay subdiUde his business 
to the fol]o\rins ceranments; Ladies’ Baas, Fancv Goods, Fitted 

W X w a 

ises. Suit and Attache Cases, Dog Equipment, Miscellaneous, etc. 
isurance companies are compelled by Statute to depanmentalise 
eir aciiwlties as betv/een Life, Fire. Accident, Emplovers' Liabilitv 
surance, etc. Derartmentalisation is eoualiv aonlicable to sendees, 

^ a 4 X * 

I piano-turiinp, and the division adopted mav be founded upon the 
eas sen'ed, or upon any other convenient basis. It is also adapted 
manufacturing businesses, and the principles are the same. The 
u aspect is funher considered in the chapter on Cost Accountine. 
For administrative purposes, this subdivision of activities is usuallv 
companied by a corresponding subdivision of the accountinc 
lords in order that the trading results of each depanmient may be 
renamed separately. 

N'ecessitv for Subdivision.—In a business which deals in several 

ounts are imiperative. Intelligent 
inagement cannot othenvise be secured. If the business as a whole 
rws a pront, that is no incication that somie of its departments are 
t being worked at a loss. Experience a.mplv demonstrates that, in 
s tt’pe of business. Cepartments may be run at a loss for Ion? periods 
knot\m to the m.anagement until' the fact is brought to notice 
"ough accident, or some outside cause. It is true that, sometimes, a 
cartment is conducted at a loss in order to attract 

nom.ers, but trough the loss be intentional, the actual cost of this 
. licular moce oi advertisement should be known to the mauiacement 

Purchases.—In order to ascenain the trading results of each depan- 
nt, the records miust be arranged to facilitate analvsis. Usually, it 
p.cont enient to keep separate purenases ledgers lor each department. 


mmodities, depanmental 


W 



lor tne mscou-t due to each deoart- 
nt on Its yare or the invoice. This practice is not commendable, 
1 the anaivsis ci tr.e invoices in a nroperlv ruled DepanmertaJ 
chases Book is more usual and dependable. If one central n.we 




DiePAK I'MI-.N I Al. IMlKCHASieS HOOK. 
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|5 maintained, the goods wall usuahv 
be Issued to indi\'idual departments on 
the imprest system—similar to the 
method ad\ coated tor keeping the 
Pc'-tt Cash, the issues bemg anHysed 
in an Issues Day Book. "As stated 
abo\ e, the purchases should be recorded 
in a columnar Depanmentai Purchases 
Book, ruled as here shown. 


In modem practice, loose sheets are 
frequently used for this purpose, and 
aftenvards inserted in a binder for 
safety until the end of the financial 
period, when tnev can be removed to 


xraxiSler cases tor storage. The most 
modem development is to omit all 
nanies and paniculars. merelv referring 
to the invoice number. Special adding 
ana tab^ilating machines mav be em¬ 
ployed to make the analysis. The total 
column 15 used for posting to the 
personal ledgers and for checkins: the 


cross casts. The siummations of the 
analysis columns are posted to a 
columnar purchases account in the 
Nominal Ledger, with, the exception of 
the "Private or Nominal Ledger" 


items. The latter consist of " capital 
and similar purchases, and are posted 
in detail to the appropriate accounts. 
Returns are simiiarlv dealt with. 



Sales.—Where customers buv from 
one depanment only, it may be 
practicable for each department to keep 
its own s?Jes ledgers, but it more usuallv 
happens that each customer’s account 
includes goods from several depart¬ 
ments. In such a case, separate ledgers 
would be impracticable. Moreover, 
customers generally prefer a combined 
statement, and the management should 
know the full extent of each customer’s 
indebtedness. For these reasons, the 
Sales Ledeers must be centralised in the 
counting house, and separate Sales 

Books or Analvses provided. Analvsis 

- 1 

is ^enerallv necessan’, as manv orders 
will cover several depanments. The 
necessarv analvsis mav be done either 
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in a Departmental Sales Book, or on loose sheets. Returns inwards 
must also be suitably analj'sed in a columnar Departmental Returns 
Book. The ruling and posting of the Books or Analysis Sheets for 
departmental sales and returns are similar to those for departmental 
purchases given above. Cash sales are dissected at the close of each 
day and recorded in a columnar Departmental Cash Sales Book; from 
thence they are entered in daily or weekly totals in the General Cash 
Book and posted to the credit of the respective departments. 

IC as not infrequently happens in preactice, sectional balancing of 

the ledgers is employed, a double analysis will usually be necessan,'. 

It vail be evident that if a customer has credit transactions with more 

than one department and each customer has (as recommended above) 

only one ledger account it is impossible to divide the sales ledger on a 

departmental basis. If there are several sections m the Sales Ledger 

it is almost certain that the sections will be arranged on either a 

geographical or an alphabetical basis. Exactly the "same difficulty 

arises in either case. Let us assume the business has five selling 

departments,^ which we may call A, B, C, D, and E. and that the 

ledger is divided for balancing purposes into four sections, identified 

as W, X, Y, and Z. Then for departmental purposes the sales for each 

period must be analysed as between A, B, C, D, and E, and for 

sectional balancing purposes they must also be analysed as between 

\V, X, Y, and Z. The most convenient method of making the analysis, 

in any given business, must depend on circumstances, but whatever 

the method it must be such as to give the required figures with 

certainty and accuracy and without undue expenditure of time on the 

part of the staff. If, as in the case suggested above, the numbers of 

the departments on the one hand and sections on the other is not too 

great, the ruling of the Day Book itseli ma\’ be extended b\’ simpK' 

adding sufficient additional columns. The use of the columns will be 

e\ddent: one is required for each department and one for each ledger 

section, as ^^^ell, of course, as the usual “ total " column. A sale'bv 

department " B " (say) to a customer whose account is in the " Y ’’ 

section \\ill be entered {a) in the total column, and extended into both 

tne and the \ ” columns. _ Copy invoices must be marked in 

such a way as to make these extensions easy and reasonably fool-proof, 

and the same, of course, applies to any returns (evidenced bv credit 

notes). At the end of the period all columns are cast, and the sum of 

departmental columns must agree with the total 

“TrL 1 SimiJarly, the sum of the totals of the 

sect.onal balancing columns (which are posted, of course 

colunm”°"^^° accounts) must agree with the total of the “total 
mPtllJS sufficiently self-explanator\-, and is the best 

sheets) the nece-jar}’ agreement of totals being made at as freauent 
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Stock.-If stock ledgers are kept, these will be departmentalised 
except in respect ot goods still m the central store (if anvi. In anv case’ 
i-tock-taking must be recorded departmentally. 

Other Trading Account Debits.-AU expenses solelv and neces- 
incurred in putting goods into saleable condition must be ana¬ 
lysed as between the various departments, usually a fairly simple task. 
Laynage Ini^arUs should be attached to the goods on vchich it i- 
incurred If a central store is in operation, the issue price can be made 
to include carriage. TI ages generally can be definitely charged to the 
re^pecti^ e departments. ayenouse Exbenscs mav have to be appor¬ 
tioned on the turnover of, or the average stock held, or the square 
leet occupied, or the number of articles sold bv, each department or 
upon some other equitable basis. 

Gross Profit.— Where the accounts are kept on the above basis, 
departmental trading accounts are easily prepared, and the respective 
gross projiis ascertained. In some cases the separation of results is 
not earned be\ond this point, but in others the whole of the expenses 
are analysed, and the net profit of each department is determined. 

Departmental Profit and Loss Accounts. —Only in rare cases are 
the expenses spread evenly over the departments. For this reason, the 
gross profits shoum may not be indicative of the net results achieved. 
The class of goods, the position occupied bv the department in the 
store, and similar considerations must be taken into account, and it 
may well happen that a large gross profit is more than absorbed bv 
office and selling expenses. Departmental Profit and Loss Accounts 
are, therefore, generally speaking, essential, in order to ensure that 
not only the business as a whole but also each department is earning 
an adequate net profit. Funher, these accounts facilitate the collection 
and comparison of results period by period, and often disclose valuable 
information regarding the ratio of expenses incurred bv each depan- 
ment, the trend of public taste, seasonal demands, relative working 
capitals, average yields, etc. The slight additional labour and expense 
involved in preparing these departuiental accounts will almost 
invariably be more than made good bv the additional grip thev afford 
upon the business, revealing as they do where expansion or retrench¬ 
ment is necessar\'. 

.AJlocation of Expenses. —^^’here the expenses are incapable of direct 
analysis, one or more of the bases mentioned above as applicable for 
warehouse expenses mav be adopted for suitable items of expense, 
but each item must be judged on its own merits, taking into considera¬ 
tion the circumstances in which it arose. The foUowing general rules 
are usually applicable;— 

(T) Exps/iscs dircctlv iv.cunx.i in selling and securing payment for 
soods should be charged ayainst the departments in proportion to the 
total sales of each department. 

Office-organisation expenses, travellers' commission and expenses, 
and superintendence and administration charges fall under this heading. 
Discounts also are usually apportioned on this basis, although, strictly 
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FOR THE YEAR ENDED DECEMBER 31, 19... 



* Drawuigs h^ve been assuzned to be made e<}ually over the whole year. 


ment usually includes a general “ house *’ advertisement, the proportion 
of the space occupied by these general advertisements, which benefit 
the whole business, should be apportioned over all the departments, 
e.g. on the basis of sales. Depreciation can generally be directly based 
upon the value of the assets employed in the department. Insurance, 
according to its kind, will be bas^ upon the value of the assets covered, 
or the wages paid, etc. 

(3) Expenses chargeable against the business generally, for example, 
Rent, Rates and Taxes, Lighting and Heating, etc., should be apportioned 
on the basis of: (a) Relative effective square feet occupi^ by the 

department, or (b) valuation or assessment of the space occupied, or 

(c) relative average value of the stock held by the department, or 

(d) turnover, i.e. relative value of the department^ sales, or (e) number 
of articles sold. 

Heating, Lighting, and Power may be based on metered consump- 
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tion, or the number of lamps, or of points wired, or on the wattage of 
lamps, or on the effective square or cubic feet occupied, or on the 
number of machines at work, etc., according to circumstances. 

The t^’pe of business, the character of the stock, the departmental 
trading methods employed, and, in retail stores, the relative position 
of the department must also be considered when allocating expenses 
under this head. A department on the top floor mav have a large 
window assigned to it on the street level, and may have an efficient 
lift ser\ice, both of which counteract its rclati\'ely poor position. 
Departments dealing in bulky stocks of small value cannot be treated in 
precisely the same way as departments selling small but costly articles. 
New departments need treatment somewhat different from fully 
established departments. The aim must be to make each department 
bear its just, but no more than its just, share of these expenses, and that 
calls for the exercise of the judicial virtues. Rent, for example, mav be 
based on floor space occupied, but, in some cases, the relative value 

of the position occupied by the department should aUo be taken into 
account. 

(4) Departments may he charged u'ith interest, calculated on the 
estimated amount of capital that each department emplovs. 

The capital sum to be charged with interest is found bv adding to the 
average vaiue of the stock held during a trading period, the average 
value of the outstanding book debts for the period, and then deducting 
the a\erage Uabilities for the period. When determining the average, 
the number of times the stock is turned over has to be considered. 

Credits to Profit and Loss Account. —The character of the credits 

and the respective claims of the departments determine the allocation 

0 these Items. The necessary' ana yses are usually most convenientK' 

made on loose sheets, unless the departments are so few in number 

that analysis columns can be provided in the subsidiary^ books and 
ledger accounts. 


Inter-departmental Transactions.—Invariably there will occur a 
number of mter-departmental transfers of goods and or services 
ft IS quite inaccurate to add these transfers to the sales and purchases 
of the departments concerned, since both wall be unduly inflated and 
the results wall be useless for purposes of comparison, rnore so if’such 

Soods are transferred at cost, the 
certainly not be made to the sales of the transferring 

fo selling price, the debit should 

not be made to the Purchases Account of the receiving department 

auemR separate Transfers Accounts. Fre- 

to cmer the expense of handling. It is obvious therefore that 

^^ccoimts will Id a minimum. The various Transfers 

aSZ Departmental Trading 

adjusted m the Purchases Accounts of the departments Lcemei 
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Form of Combined Accounts.—The combined Trading and Profi 
and Loss Accoimts are usuallj' prepared in columnar form, with j 
column for each department and a total column. The net profit; 
are carried to the General Profit and Loss Account, which usually 
takes the form of an Appropriation Account. Detailed rulings wil 
be found in Accoutiiing, Chapter X\T. 


Illustraiion .—The Trial Balance was extracted as on December 31, 19... 
from the books of Dickson Brothers, the two partners being equal partners 
You are required to prepare Departmental Trading and Profit and Los: 
Accounts and a Balance Sheet. 


TRIAL BALA^XE, DECEMBER 31. 19. 

Da- 


Capital Accconts;— 
H. Dickson . 

G. Didoon . 
Drawings:— 

H. Dickson . 

G. Dickson . 

Stock, January i :— 
Departmait A 
Department B 
Department C 
Purchases (Gross):— 
Department A 
Department B 
Department C 


Co.. Ltd 


Department A 
Department B 
Department C 
Intcr-departmcatal Transfe 
Depai^oit A 
Department B 
Department C 
Returns Inwards :— 

Department A 
Department B 
Department C 
^Vai:e5 and Salaries . 

.\dvertisTng an_d Caialo|ues 
Diridends on iliares in XV 
Shares in XY Co., Ltd. 

Sundry Debtors 
Printing and StatJonery 
Sundry Creditors 
Carriage Inwards 
Commissioti 
Posuees, Telesrams, and Telephone 
Provision for Bad and Doubtful Debts 
Rent, Rates, and Taxes 
Furniture and Fixtures 
Insurance 
General Expenses 
Bank Balance . 

Discounts and 


as at 


Janu 


arv' 1^ 


Cs. 





/ 

•0 

s. 

d. 

£ 

s. 

d. 


• 





3,333 

6 

8 


• 



• 

' ; 

1 

1 

1,666 

13 

4 

• 

• 


400 

0 

0 







300 

0 

0 



1 

# 

• 

4 

\ 

I.I43 

16 ‘ 

4 

1 


l 


• 

s 

956 

14 

6 , 

j 


1 

A 

• 

» 

264 

12 

1 

5 


1 

1 

» 

• 

• 


3 r 465 

: • 

1 

1 

j 

j i 

t • 

♦ 



3,244 

‘ I 

1 

3 


1 . 

J 

% 

% 


• 

1 

>! 

1,411 

2 

3 



1 

f 


• 

|) 
r « 

k 4 

! 1 
i i 

r 

. 

1 

1 

5.519 ' 

9 

1 

k 

r 

5 

• 

• 

i 

>. 


i 

( 

! 

4.730 i 

\^9 

6 


« 

1 . 
i - 



4 

1.576 

j 19 

1 1 
; 1 

10 

1 


• 

k * 

4 4 

t. 


f 


150 

1 

: I , 

, 8 

# 

• 


120 

I 

0 

1 

: 1 

1 1 

1 4 


• 

j 

30 

: O; 

8 

1 

i 




1 ! 

> 

1 


1 

• 


V 

353 

7 j 

I 

1 

1 



« 


302 

19! 

6 

4 

1 

1 


9 

l( 

> 1 

100 

2 


\ 

4 

4 

t 

9 

» 

641 

' 15; 

0 


) 

i 

1 

1 

9 

• 

4 

t 

4 

361 , 

4; 

6 

1 

1 


• 

• 





120 ' 

0 1 

1 

0 


9 

. } 

2,000 ' 
895 

i 0 

0 

$ 

4 




9 


' 9 

8 

1 

1 

1 

1 

1 


9 

, 

4S 

' 19 

4 




9 

« 



t 


549 

3 

2 

9 

• 


45 

I 

3 




9 

4 


IXO 

14 

0 




# 

• 


94 

4 

2 

* 



9 

• 





30 

0 

0 


• 


814 

16 

6 


1 

1 

A 

• 


500 

0 

0 




9 



40 

5 

5 


s 



• 


105 

15. 

0 




# 

• 





151 

17 

/ 

9 

• 


47 

2 

I 







£17,828 

13 

2 

£17,828 

1 

13 

s 

make the following provisions as on 


December 31, 19..-:— 

(i) Credit the partners with interest for the year on their Capi^ Accounts 

____ /^\ Tcnfh nn their drawing. 


5^0 annum. (2) Debit the partners »iuu ^70 


( 3 ) 




on their drawings, 
thereafter in¬ 
outstanding. 












ACCOUNTS 


5^7 


(4) Pro\*ide for a stationer\'^account owing at December 31, estimated to amount 
to /20. {5} Write Jo% on the furniture and fittings. (6j Of the /40 5s. ^d. 

paid for Insurance Premiums, £10 relates to the period after December 31. 
(7) The value of the Stocks on band as on December 31 were as fc'llou s : Depart¬ 
ment A, /i,046 45. 2d.i Department B, i'l.ooo is. ^d.: Department C. 
£493 ^95. lid. (S) A stock of catalogues remains on band valued at /30, which 
has not yet been adjusted in the books. (9) Inter-departmental transfers were 
made at cost price. (10) All expenses are to be allocated between the depart¬ 
ments in the proportion 2:2: i. 


II. Branxh Accounts. 


Branches may be described as departments conducted at a distance. 
\\ e are not here concerned with that more modern extension commonly 
termed a Holding Company (see p. 464) and its subsidiaries, since a 
subsidiar}'company has a distinct legal existence, whereas a branch is 
essentially a part of the business as a w^hole. 


.—In a general te.xt-book it is not possible or 
even desirable to attempt to deal \nth' ever>- form of relationship 
between a Branch and its Parent House, since the exact relationship is 
deteirnined by the particular needs of the case. All that is attempted 
here is an explanation of the underlying principles applicable to all cases 

alike, which, once the\ are clear!}’ grasped, can easily be adapted to any 
set of circumstances. 


_ The simple book-keeping system, adequate for the sole trader, 

^ naturally inadequate to a series of 

estabhshments controlled by a central management. In multiple 

concerns the buying is generaUy done by the Head Office, and ade¬ 
quate checks on the honesty and efficiency of the Branch management 
are necessary if the undertaking is to be controlled effectively. 

Requirements of Efficient System.-To be satisfactory, a system 

of Branch book-keeping should afford 


(a) Facilities for ascertaining at any time the tradin'^ 
each branch. ‘ ° 


results of 


(b) Efficient checks on the honesty of the Branch staffs. 

_ (c) Prompt information on all matters affecting proper super- 
Msion and control. o k f 

(d) Material for making useful comparisons as between branches 

and as between tradmg periods. uictucues 


for dealing peri- 

nM '1 in hand; orders 

lin ■ 'a ; enstomerV com 

^ f s due and overdue ; and so on. 

^ of busmess, the distance of the Branch from the Head 
^d possible determine the accountmg methods to be adoSed It s 
General Gamers, Retail Merchants, to mentioD a few onl^ H is 
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the 
fact 


proposed to confine this chapter to retail establishments, since t 
conduct of retail branches is the most complicated, in vievv of the fa 
that in addition to cash, stocks are involved. 

Kinds of Branches. —Broadly speaking, branches can be divided 
into two main classes 

(a) Mere selling agencies, keeping no independent accounts 
other than those relating to sales and pettv disbursements. 

(b) Branches that keep independent books and record all their 
transactions. 

Class (a) chiefly consists of businesses dealincr in evervdav require¬ 
ments suitable for sale in all or most districts alike: class ’'Ij embraces 
all such businesses as deal in goods that are affected bv fashion or local 
custom, and which, for their effective conduct, require that the Branch 
Managers shall be allowed some discretion in the purchase of goods. 

Methods of Invoicing Goods to Branches.— Three methods are 

employed when invoicing goods sent from Head Ofltce to the Branches, 
viz.:— 

{a) At cost price, i.e. in a m.anufacturing business, at works cost; 
in a non-manufacturing concern, at net invoice price. 

{b) At a definite percentage on cost. 

(c) At the retail selling price of the goods. 

Branch as Agency. —Here the Branch mav be but a mere feeder of 
and collector for its Head Office, which e.xecutes all orders. Petty 
disbursements will be dealt with on the imprest svstem, the imprest 
being replenished from Head Office. Orders will be entered in carbon 
duplicating Order Books, and, if the Branch collects accounts due, 
a Cash Book will be kept to record amounts paid bv custom-'-rs. Head 
Office will forward periodically to the Branch a schedule of all'amount: 
outstanding.^ This, frequently, takes the form of carbon copies of the 
invoices, which can be marked off when paid. Cash received mu<t 
be banked intact daily, or as often as the branch bank is open If coi^n 
is required for change, a cash " float ” should be instituted. Re<^jlar 
penodical returns, usually bi-weeklv or weeklv, should be ^«nt to the 
Head Office by the Branch Manager. 


Branch as Independent Trader.—A Branch trading independentlv 

oym orders, whoUy or partly from stock obtained from 
the Head Office. It may be allowed to make direct purchases, and mav 
collect, and be answerable for, its own book debts, and be allowed to 
keep a separate banking account and discharge its own liabilTie- 
in such cases, penodical returns and remittances udll be made to the 
Head Office. Stock sent from the Head Office will, in the^e circum- 

SdhngO'" a slight addition for 

The Branch frequently, however, is not allowed to make anv 
purchases or any disbursements other than rettv expense' A,ll ^tock 
IS supplied from Head Office, the Branch making the safe. ‘ In'.uch 
cases the Branch may be aUowed to keep its own Sales Ledgers'and 
collect amounts due, or this work may be done by the Head Offi 


ce. 





K I’.WK KKEPING ANI» ArroUNTs 


In the Litter ‘M-" Al mvvnces rnii^t tir f‘:»rwar'ieil the 

Oihce w'ith the b.-w-.-r'kly '.'r wr.rkly rej^-^-rts. In r:ther ^ .i>e, all cash 
t.ik;r!,cs nui'-t Vk* L.inkrti *.'r rcniitte^i direct to the Head intact 

The l>r;irich will credit Hrad Offtce Ai/C'-unt wtth vt,> k and ct-h 
received, ar.di debit it with renr.ttaro.v' ;tr.d .mv return-, disi-r-iutt-. and 
allowances. Where the Hea'l Othce cvlLo ts the drbt-, '^■j .ir-it^ Hri:v h 
Day Bt>ok> or Summaries r.f hi\oK*:<. and Mi-p.irite >ah's av.-.I 

Lash Columns will be instituted. 

Central District Depots. —In a concern with branches u.drh 
scattered, it may be nece^-arc to have central w.ircl.M'W's at c* nc f:‘nifr,t 
centres, s^o that c^ods may distributed qu:cklv. Iii -Uvh < avs,. it 
may also be- corAc-nient to have the acc^'UiitmL: Cf nir..ili--*-] at thes^-- 
depots. Each depot will Dj then Ik* similar to an indej'Kndf nt h\. 


a r 


• p 


keeping its own b*:>C'ks, and f**»ss!biv niakinc its (»wn purcha'^:'-, tie 
Trial Balance of the dep-t beinc incc-r}^»rated iii th^ lb ad Orh ^ 
records periodically. The Branches w..uld W accountable t-* the dej t 
in the same way as, in smaller concerns, they are accountable dir*"<: t t'- 
the Head Office. 

Where the Head Office makes all Purchases.— The remarks m ult* 
above on departmental transfers are even more applioable to bran- h 
transfers. Head Office may be simply a Warehouse and Countirc 
House, or it may run a selling establishment in addition. In th^- 
latter case, it is desirable to separate the expenses and accounting of the 
two sides of the business, since the buying and warehousing exf'cns'.s 
are applicable to all branches. The bu\nn£: and warehousing exf^nM-s 
must, therefore, be char£:ed out to all the branches on an equitable 
basis. e^£. turnover, or, what amounts to mtuch the same thine, bv 
means of a percentage cr flat addition to the cost price. 

In order to show adequately the accounting methods usuallv 
emploved. examples and explanations of the workint: of the m'''re 
common methods are appended. A Head Office and one or t\^c. 
Branches wiU be taken, as occasion demands. Head Office is referred 
to throughout as “ H.O.*' 

IliustraUcrn i .—Branch as agency, cclUcting ordm uhick an execMied from 
Head Oficc. 

The Branch collects sums due, and banks receipts intact weekly. Fetr.- 
expenses are met by an Imprest, and a “ float " of is is kept at the Branch 
to provide smaD change. 

Opening pKsition :— 

H.O. Books— i 

Capital 


Creditors 
Sundry Assets 
Stock . 

Debtors 

Cash 

Branch Assets 
Branch Debtors 
Branch Float - 
Branch Pettv Cash 


/ 

3^215 

Soo 


1,200 

QOO 

Soo 

lOO 

600 

400 

5 

10 

^4.015 


:^4.0I5 
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The transactions for the four weeks ended Januarv wt-re as 

follows: Orders received from Branch and executed. ^'500; (^ash received tv. 
Branch, Cash banked by Branch, /500: Purchases, /600; li.O. Sale^ 

(all credit), £900: Cost Price of goods invorced on behalf of Branch (net), /300 ; 
Closing Stock, 3^740; H.O. Receipts from Debtors, ^1,200; Discount alfowed 
H.O., £11: Discount allowed Branch, £5: Discount received H O., /20; 
Returns Inwards, Branch. /lo; Returns Outwards, H.O., /b; H.O. PavmTnts 
to Creditors, £1,000; Cheque sent by H.O. to reimburse BraTcii Petty Cash, ■ 
Expenses (including salaries, etc.),' H.O., /145: Expenses paid bv H.O.'Ari 
respect of Branch, £^o. Show the Eedger .\ccounts in H.O. Bor»ks, anfl prepar''* 
interim accounts, ignoring outstandings. 

IllusttdtioYi 2. "rkt Hyciyich keeps its owv. books, citid foyiiciyds ci Ti icil Ijuldiice 
foy incorpoyation in the H.O. books. 

(a) Wheye the Branch makes its oun purchases, no goods heino irvoi ed 

from H.O. ® 

In this case, the Trading and Profit and Loss Account of the Branch is 
prepared separately (not as part of the H.(L double entrv) and tl.e net 
profit IS credited to the General Profit and Loss Account,'and debited t., 
the ^anch Account m the H.O. books. In the Branch hooks, Tradinc 
and Profit and Loss Account is prepared in the usual wav, the net profit 
being credited to H.O. Account. .A.ny income or expenditure on behalf fd 
the Branch which appears only in the H.O. books must be mutuallv adjusted 

Ifthe Branch Accounts prior to the preparation 
of the i^ofit and Loss Account. It is important to remember that the H O 
Account in the Brazil books is, in effect, the Capital Account of the Hranclu 
and that the Branch Account m the H.O. books represents the H.O. Invest- 
ment m the Branch. When preparing the combined Balance bbeet these 

WolTtT naturally cancel each other, the Branch 

Account in the RO. books being replaced in the combined Balance Sheet bv 
the assets and liabilities of which it is composed. 

(b) Where goods are supplied pom H.O. at cost. 

I’' this case the goods sent by H.O. are debited to the Branch Account 

credited to a "Goods sent to Branch ■\ccount " 
which IS closed by transfer to the credit either of H.O. Trading .Account or 

Account. Othenvise the entries are as in (a) The Branch 
debits Purchases Account and credits H.O. with the goods as received H O 
Account thus takes the place of the Creditors’ Personal Accounts 

An approximate check can be imposed by adding the avera-e ■^ross orofit 
realised on each class of goods to the cost price of the eoods sold Dt this check 

an& only where the gross profit is a fixed percentage of the sd ing once 
and the classes of goods sold do not vary greatly. ^ pnee, 

by H.O., the Branch kc-pirg 

its oxm Sales Ledgers and appropriate Sales Boohs and CiO- 

remittiyigcashtoH.O.dailv. 

In this case it is usual for the Branch to send full returns -t 

with the discoeets. etc., hUow.d to ihe Brard, debto 

rer„? •“ V'“r • 

- 5 “ ht'r “tar oi 2e r. S' bS- r.ss, 



Capital Account. 
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infonnation necessary for the preparation of the final accounts, with the 
exception, of course, of the closing stock, which is dealt with in the usual 
manner. 

Stock at Loaded Prices.—So far, the entries for supplies of stock 
have been dealt with at cost prices. But, as already mentioned, it may 
be desirable and more convenient to invoice the goods sent to a 
Branch at a price exceeding cost, or at the selling price for such goods, 
in order: (a) to keep a check upon the Branch, and (6) to prevent the 
branch stafi from learning the exact profit upon sales, and how it is 
made up. Where seUing price is adopted for invoicing, the Branch 
manager has always to account for the goods received either in cash or 
stock in hand, because, as is clear, the stock in hand should always 
equal the initial stock plus purchases less sales. An effective check is 
thus established. Variations in price are dealt with by additional 
charges or allowances made to the Branch. Almost invariably, how¬ 
ever, there will be a margin of error in the closing stock due to loss in 
issuing small quantities, spoilage, errors of price, damaged stock, and 
other causes. But experience permit a limit to be pkced upon this 
margin, and, if the limit is exceeded, immediate investigation should 
follow. 

The adjustments in the H.O. books made necessary by invoicing 
goods to Branches in excess of cost are dealt with as follows:— 

(a) Goods invoiced at Selling Prices .—On January i, 19..., goods 
costing £5,000 are invoiced to a Branch and charged up at a selling 
price designed to produce a gross profit of 33^%. The Branch 
report on January 28 following shows that the cash s^es were £3,000, 
and the credit sales £3,300. Also that goods invoiced at £60 have 
been returned to H.O., and the closing stock is £1,128. Record 
these transactions. 



19... ! 

JtiL 30 > To Returns 
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BRA^XH ADJUSTMENT ACCOUNT. 


Cr. 


19... 

Jaa. aS To Branch (33i% on 
1 £60) . 

„ Branch Loss . 

„ Balance (331*^0 on 
£i,i2S) 

„ Gross Profit carried 
to Profit and Loss 
Account 


/ 


20 

iz 


s. a. 

0 0 
0 0 


376 0 0 


2,092 0 0 


£2,500 0 0 


19. 

Jan. 


I By Branch (33i^o on 

£7,500) • 



19... 

Jan. 29 By Balance brought 

down . 


£ 5 . d. 

2,500 o 0 


£2,500 0 0 


376 0 o 


Another method sometimes adopted for the Branch Account, 
,vhere goods are transferred at retail selling prices, is showm as under:— 

The Universal Tobacco Stores, Ltd., opened a branch shop in 
Fokenhouse Yard, London, E.C., and debited all supplies at selling 
3rice. Goods were suppHed as follows; June i, /402 i6s. gd.] 
fune 13, £84 2s. 2d.; June 20, /117 iSs. gd.; June 27, /212 14s. 6d. 
Fhe Branch forwarded to the Head Office the following cash takings: 
[une 8, £72 45. &d.; June 15, £81 2s. 2d.; June 22, £114 6s. 2d.; June 30, 
,105 14s. gd. The Branch retained £20 in cash on June 30, and paid 
,15 for expenses out of that week’s takings. Show the accounts in the 
dead Office books as on June 30, assuming that stock on hand at the 
iranch (value, at selling price, £409 4s. sd.) cost £302 is. gd. 


HE.4D OFFICE BOOKS 


Dr. 


19... 




me I 

To Goods 
Price 

at 

4 

Selling 

r 13 

„ Goods 
Price 

at 

» 

Selling 

• « 

, 20 

1 

„ Goods 
Price 

at 

• 

Selling 
• « 

* 27; 

,, Goods 
Price 

at 

Selling 

A 


^9... ! 
ly I 


To Balance brought 
down:— 

Stock OQ hand at 
Selling Price 
Cash in hand at 
Branch 


BRA'SCK ACCOUNT. 


£ s.d 

402 16 9 

84 22 
117 tS 9 

1 

212 14 6 


£317 12 2 


409 4 5 

20 0 0 


19... 

June 8 

15 
22 
30 
30 


ff 

if 

I f 


30 


By Cash from Branch . 
Cash from Branch . 
Cash from Branch . 
Cash from Branch . 
Expenses paid at 
Branch 

Balance carried 
down: Stock on 
hand valued at 
selling price . 

Cash in hand at 
Branch 


f f 
j f 
ff 
I r 

n 


Cr. 


w 

I 

72 

81 

114 

105 


5. d. 
4 8 
2 2 
6 2 

14 9 


15 0 0 


409 4 5 

t 

% 

20 0 0 


£817 12 2 


f 4 

f i 
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goods sent to branch. 



19... 

June 30 To Transfer to H.O. 

Combined Trading 
Account, being 
Branch Sales for 
the month 

„ 30 „ Stock on hand at 

Branch, valued at 
selling price, caiiied 
down 


sJ d. 


19 ... 

une3o By Total Goods sent to 

Branch, valued at 
selling price . 


408 7 9 


409 I 4 | 5 
£817 \ I 2 2 


19 ... 

June 30 


By Stock on hand at 
Branch, valued at 
selling price, brought 
down 


Cr. 


5. d 


817 I2i2 


£817 I12! 2 


409 


Dr. 


COMBINED TRADING ACCOUNT, 
(Head Office and Branch,) 


s. d, 19,., 1 

June 30 By Branch Sales, Token* 

house Yard 

„ 30 „ Stock on hand at 

Branch, valued at cost 


Cr, 


408 


302 



Dr, 


19... 


ED PROFIT AND LOSS A 
(Head Office and Branch.) 


Cr. 


June 30 1 To Branch Expenses, To* 

kenhouse 


5 . d. 


15 00 



The Stock on Hand is carried down in the Branch Account and in 
the Goods Sent to Branch Account at selling price. The balance of 
the Goods Sent to Branch Account therefore represents the sale price 
of the goods sold, and can be transferred to General Trading Account. 
The carrying down of the unsold stock at selling prices in the Goods 
Sent to Branch Account neutralises the bringing down of the same 
item on the opposite side of the Branch Account. The stock on hand 
at the Branch can be brought into the combined Trading Account 
at cost, in the manner ordinarily employed in Trading Accounts. 
Any difference in the closbg stock must be adjusted in the Branch, 
and Goods Sent to Branch Accounts, in order that the exact Balance 
in Hand may be carried down. Advantages claimed for invoicing goods 
to Branches at selling prices are; (a) the cost price of goods is not 
disclosed, and [b] the system affords a simple check upon tte manager, 
who has to account for his initial stock plus purchases less sales and 

ffnal stock. 
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,b) Goj.ii issuqA a PcrccKi.t;; 

’oods coscirig i5,ooo are invoiced to a 
the Branch repon on Januarv- aS shovs 


aUva Cusi .—On Januarv i. 
Branch at 2o';A above cost, 
that the cash sales amounted 


:o i3,ooo, credit sales to T3.300, and cash received from debtors to 


i2,300. Goods invoiced at Too had been returned by the Branch to 
3 . 0 . The closing stock at the Branch amounted to £900 at invoice 
jrices. Show the records of these transactions, assuming that all 
:ash has been remitted to H.O. as recei\-ed. 


BR.a^'CH GOODS ACCOUNT. 



BR.\NCH ADJUSTMENT ACCOUNT. 

Ds. 
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-- Ca. 

19... 

Jaru 25 

f 

j To Sales . 

i 

• • 

4 

3,300 

1 

s. d. 

0 0 

1 

19... 
Jan. 28 
28 

By Cash. 

„ Balance 

4 

i 

4 

« 

carried 

‘ £ ■ 

2,300 

s. d. 

0 0 




> 

• 


down 

» • 

1,000 

0 0 


1 


U ,300 

: 0 0 

1 

i 

1 

4 

* 

1 

k 


. {3.300 

0 0 

1 

M 

1 


1 

$ 


. 


1 


Jan. 29 

To Balance 

brought 

r 

1 



k 


1 

! 

i 

i 



• • 

‘ 1,000 

'00 

j 


1 

1 

( 

1 


Confusion sometimes arises in examination work in determinin'^ 
the percentage to be eliminated from closing stock in order to reduce 
it to cost under the systems outlined above. A httle reflection should 
make it clear that when a percentage has been added to cost, the same 
percentage deducted from the increased amount \\-ill not reduce it to 
cost. If £100 is taken as cost, and is added thereto, the amount 
becomes £125. The proportion to be deducted in order to reduce the 
amounts to cost is, therefore, i.e. J has been added to the cost, 
therefore ^ must be taken away from the selling price. Students should 
also carefully note whether the percentage is calculated on cost or on 
selling price. 


Double-column Branch Accounts. —In order to avoid use of a 
Branch Adjustment Account, the Branch Goods Account may be ruled 
with double columns, the inner column being used as a memorandum 
column to record the invoice price and to control the goods, the outer 
column being, in effect, the Trading Account of the Branch. Appljing 
this method to the examples on pp. 596 and 599, the records are as on 
p. 601. 

Goods Sent to Branch Account must be closed off to the credit of 
Trading Account or Purchases Account in the H.O. books in order to 
show the true result of the H.O. trading. 

The " One-account ” System. —A method sometimes adopted 
is to combine all the Branch transactions in one account, which includes 
all stock, sales, debtors, etc. An example is appended:— 


£ 

Goods invoiced at cost to Branch .... 48,400 

Returns to H.O ........ loo 

Stock, January* i ....... 6,000 

Cash Sales.12,000 

Credit Sales for the year ...... 45.Soo 

Allowance to customers ...... 5 ^ 

Discounts allowed to customers ..... Iio 

Bad Debts 4 *^ 

Rent, Rates, and Taxes ...... 5 ^^ 

Returns from customers ...... 200 

Wages and Salaries ....... 800 

Debtors, January' i . . . . • - 5 . 5 ^ 

Stock, December 31 . . . ■ * 

Sundry Expenses 1,100 

Cash received on Ledger Accounts .... 44.90o 

Debtors. December 31 . • 6,000 
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BRAN'CH ACCOLTNT (ON A CASH BASIS). 


Dr. 


19 

Jan. 


Dec. 31 

51 
51 
31 
31 


tJ 
i f 
»» 
I I 


19 


To Balance :— 

Stock 

Debtors 

Goods from H.O. 

Rent, Rates, and Taxes 
Wages and Salaries 
Sundry Expenses 
Profit and Loss Ac¬ 
count, net profit 


r 

A* 

6,000 

5,500 

4^400 

soo 

% 

Sco 

1,100 


s. d. 


0 

o 

0 

o 

o 

o 


0 

0 

0 

0 

0 

0 


9,200 0 0 


/ri,5oo; o 0 


Jan. I To Balance brought down . 14,500 o 0 


19... 
Dec. 31 


It 

II 


31 

31 


By Cash:— 

From Debtors 
Cash Sales 
Returns to H.O. 
Balance carried down; 
Stcxk . £ 8,500 

Debtor? 6,000 




II 


Cr. 


i 5. 

t 

44,900 0 0 

12,000 0 O 
100 0 0 


14,500'0 0 


{71,50010; 0 


It will be seen that the above account is simpl}- a combination of all 
the accounts which in former e.xamples were sho^ra under separate 
headings. The disadvantages of this method are also apparent, as the 
H.O. cannot arrive at the true facts of the trading without a great deal 

of analvsis. 

•* 

Suspense .4ccount.—\Miere the Branch keeps records of goods, 
etc., passing between it and H.O., the Branch Account in the" H.O 
books and the H.O. .Account in the Branch books should agree. But 
when the H.O. and Branch are far apart there is usuall}^ at balancing 
limes, a residuum of entries initiated by the one and not responded to 
by the other, e.g. goods or cash sent by the H.O. but not, at balancing 
time, received by the Branch. The statements passing between the 
offices at balancing times should be promptly checked against the 
reciprocal ledger accounts, and all items unresponded to should be 
transferred to a Suspense Account in the H.O. books for items in 
transit. The Branch Accounts tnU then show Like balances, and the 
combination of the trial balances may be proceeded mth. .\fter 
b.alancing, the suspense items can be retransferred to the Branch 
.•\ccount. .\n alternative method of treatment is to cany^ down the 
items in transit as a balance on the Branch Account itself. 

When preparing the final accounts, items in suspense should be 
included in the General Balance Sheet under their proper headings. 
Thus goods in transit should be included in the General Balance Sheet 
as " Stock.” \’ae:ue headings, such as ” Items in Transit,” should be 
avoided. 

Inter-Branch Accounts.—Large undertakings with Branches in 
all parts of the world mav require inter-Branch Accounts, thereby 
c'^mplicating the preparation of the combined Balance Sheet, but the 
principles remain the same. It is the rule in some businesses for the 
Branches to settle inter-Branch transactions through the H.O,, thereby 
avoiding the necessitv for inter-Branch Current Accounts. Each 
Branch credits H.O, with all .^oods or remittance-s received from any 
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1 0 


other Branch, and debits H.O. with rdl goods or rrrnittan-.v^ ^-.-nt to 
anv other Branch. 

Rules for Reconciling Branch Current Accounts.— I hr 'iiihculi’.' 
sometimes experienced in reconciling tliv- arcjunt- •'•f a I'd^Liiidi rriaoie 
from the H.O. is reduced if deiinite .iricineonv-nT:r .ir-- ni.'.do tc; facililjlr 
the process. 

It should be clearlv understood. I'T *'-x.an;.'l*;, '/.inch 'nhcr is I'j 
render statements to tiie otln.T, au'l v.hi^h i.-: to *.h'-ck ai.d r'-' 'an 
them. It ought, too. to be the ru!'; trial tO*;n;di':le .idviLf' ni all euuri'-- 
should be promptly forwarded by tho' •iricuia-inL; hou-*.-, arnl equally 
promptly responded to by the rrcipirnt.-, whrth'-r actually terminat' d 
on receipt of the adtice ''.‘r not. A KrC'Ciciliiiion Mat'an-ait -hould 
be prepared at periodical intervals, the pro'foll'C.ving much tia- 
same lines as that adopted wli^n rer’/ncilina^ the C a^h and ITank 
Books. The statement roiidored, sav Ir; tiie Jiranch. i.- ciiedo: 1 ae'airi>t 
the Branch Account in the H.O. l.a/ok.-, ami all ite-ms in traiisit in 
either direction are coilectc'i and totallc'l. Tho .-latvinMit mav 

to 

work backward; or for.varJ; in poira of d-a'.-; tii'; i-;;':!!!,!..! thinn' i' 
that the balances should be proved to acTi-e. 

Duplicate Branch Ledger.—Tlouich it i' tp.ie thet If,- rn'eri' '-i 
the reciprocal Adiustnv-iU Afc^-unt' th-- 1 !r ni'.h !f ■ ■!;. n; l\- !.-• !:■■[>• .a 
any desired place, it is ■.ccasi'.ct dlv found that. wh-'n a lirah’ h is 
allowed to keep its own b-'A;;, th^ H.O. jfr -Ot' d>i;w, r;-,.- Icr.oc h 
books in its own couniiiw h.wi'e f'.r puri --"' 'd di'';p!:n'; otfi 
control. This involves th'- de'pMtcl;, iyv tr:e l;r.i!i''i t'O th'- H.O.. 
ot complete copies of tlie Brc'ni:h • ,i'h .\'C'OU’it' .c:.'! | -urn li '.ritr'' -. 
The Branch Ledger, when writt.-n no bv ti-v H.';. fr-ni lii'-''- 
sources, is chiefly of a mem.ortnduin naturr-. If th.- Brni.'ii .-ntr; 
are very num.erous, the keeping of a duplicate: 1 - I.-. r i^ iinj.r.i' ti-' dT-. 
and, even when it is possible, the pra-ctife i^ li t-' l.iorak 'l-iwn, 
owing to the Branch failing to sup;,.lv cornph.t'.- '!'.t uH. .\t th'- h. >t, 
this method of control involves a cre.at cl'::.:il ‘-f l ilf-nr, ai'i'i fur tliis 
reason it is seldom resorted to, e.xcep: as a m.'-.an' of -up'-rvi':'.!i. i:i an 

emergency, or when the book-keeping capa-div of th'j 't.iff i-; i-i.t of a 
high order. 

On p. 60 S an illustration is given i-'f a s-t '■■f H.O. .ar.'i P'ram h 
.Accounts. Each Branch kept its ov.-n r^-.d<.' K'.- i.r'!.-, .'-t':,, forw.irdin.: 
reports to H.O. evc-r\- four w.-ek^. an -1 th'--.- lia\-'- l-.,rn .o.mliim .1 

with the H.O. account^ in the mann-.-r dt'-wn, after th-- inomdejiise 
accounts have been eliminated. 


M l' L TIP L E - S H '■ 1 ? C 'C' V.: F. R N S. 

In multiple-shop c-mpani.,-;, th-.- Bran-'h trad'- i.^ u-wdl'.- .dm-.-i 

wholly a cash trade, and the '.'"mnuolitirs. c.c. ilruc'. t 1 t.-. 

etc,, are saleable at nxed pnc'--;. <'-n'-..-;urati"n "f biis iiw an.! 
distribution "enerallv epV-'its eC'-noniv, an-i, '.vhet-.- p'.—ibi-- it i- 
usual to stock multiple shops from a Central warehouse, ’ l>ut 
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Sk-ta-Sdf f»nB the 

The Check System.—In these circumstances, an excellent check 

B ” Branch by Invoicing the goods supplied to the 

Br mh at .^elhng pnces so that the Branch is alwavs accountable for 
dehnite amount in ca;h, book debts or unsold stock or a combination 

afforded by this arrangement is efficientlv 
apphed leakage due to fraud or mismanagement is readily detected 
To yield the maximum benefit, the method must be supplemented bv 
mdependent stock-taking, at uncertain and unheralded inten'als bv 

a tra\ eUing inspector and his staff. Frequently a weekly Stock Return 
IS sent by the Branch to H.O. ' ' ™ 

In many instances, the Branch stocks are kept on the imprest 

^ of goods is kept at the Branch, and 

ueekh returns ibi-weekly or evert- other day in the case of peri'^hable 

goods) are made to H.O., which replenishes the stock of the Branch 
facilitated^ actual sales made. Stock-taking is thus greatly 


Method of Accounting.—Whether the accounts are kept by one 
central office or by various district offices, the method is the Tame 
The entnes are initiated by the Branch manager’s weekly returns of 
sales, disbursements, goods received from the^’H.O., and the weekly 
stock-requisition note. A Weekly Return and a Stock Requisition 
are il]u^trated on p. 005. The latter is in triplicate. One copt" 
is retained by the Branch manager, another is filed at the centrffi 
warehouse as an order, and the third is returned as an invoice for the 
good? ?ent to the Branch. The H.O. debits the Branch Account in 
the H.O. books with the total value of the goods at seUing prices, and 
the Branch registers itself either in its Ledger or Stock Book as 
responsible for the s.ame value. If the Branch is permitted to sell 
damaged or out-of-date stock at less than the original selling price, 
a credit note should be sent bv the H.O. to adjust the Branch books. 
R^nurns should be treated in the same way. Occasionally a “ Branch 
Mjpplies Journal ” is kept, wherein supplies to Branches are entered 
at both cost and selling prices, accommodation for both particulars 
being provided in the Branch Account in the Ledger. This form of 
Journal is illustrated at p. 606. 


Cash Sales.—In retail Branches cash sales are the rule and credit 
s.iles the exception. In order to keep a check upon cash sales, each 
sh'tp assistant is given an official number and a carbon check book. 
Tliese check books, containing from 50 to too numbered check forms 
in duplicate, are kept under lock and key; and, when issuing them, the 
manager dates and initials them and records their issue in a Checks 
Issued Book. The usual form of check is too well known to need 
illustration. It is used as a kind of invoice to record details of a sale, 
and. to ensure accuracy, it is usually initialled bv a shop-walker 
or fellow assistant before being handed to the customer. The check 
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book is provided with an index, which is written up by tlie assistant 
as the sales are made, and totalled at the end of the day. 'I he system 
is similar to that in general use by the majority of up-to-date concerns 
dohg a cash trade, whether conducted by multiple-shop organisations 

or bv sole traders. 


Depreciation of Assets. —Depreciation necessarily written oft 
anv fixed assets which belong to a Branch is frequently dealt with in 
the H.O. Depreciation Account only; in other cases, it is charged 
against the particular Branch. If the assets are recorded only in the 
H.O. books, under the latter system, the adjustment must be made- 
through the Current .Accounts. 


Warehouse Expenses. —As already mentioned, a jjcrcentage mav 
be added to the cost price of the goods to cover warehouse expenses. 
Frequenti}', however, this is not practicable; and it is then necessary 
to apportion them over the Branches, usually on the basis of turnover, 
taking into account, of course, the nature of the goods. .\ grocery 
establishment may have one Branch running a Bakery from which other 
Branches are supplied. A Branch may run a tea-shop in addition to 
the grocerv'' and bakery business. Another Branch may run a bacon¬ 
curing factor}', supplying the other Branches. In such cases, the inter- 
Branch transfers should be at wholesale prices, otherwise the baker\- 
and bacon-curing factory- will be seriously prejudiced. Moreover, 
all inter-Branch transfers should be accounted for through the 
H.O. in order to keep track of the transactions, and minimise 
disputes. 


Minor Complications. —In small countrv towns and villages, the 
check on the Branch manager is rendered much more difficult than in 
larger shops where several assistants are employed. The manager 
may be alone, or have one or two young girls as assistants. He fre¬ 
quently lives on the premises, and may also be the local postmaster- 
all circumstances which render the check on the cash more difficult. 
It is imperative in such cases to keep stocks as low as possible, in order 
to keep a check on the goods consumed by the manager’s household. 
Where the Branch Bank is open only once or twice a week, customers 
frequently make use of the shop to cash cheques. Whilst this should 
be discouraged and reduced to a minimum, maintenance of goodwill 
renders it impossible to stop the practice altogether. Records of the 

cheques so cashed should be kept so that the bankings can be 
agreed. 


Final Accounts. —The Final Trading, and Profit and Loss Accounts, 

and Balance Sheet, can be prepared in columnar form with total 

columns, although it is usually unnecessarv to show the Balance Sheet 
in this form. 


u Ltd., is a retail grocery business, with a 

Head Office (divided into Warehouse and Selling Departments) and three 
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Branches. .\li purch^es are made by Head Onice, and transfers are made 
at pn>.e to t„e Oi^incncs. some qi the gooas are delivered direct to the 

brancaes, but all invoices pass through H.O. only. Branch A, in addition to 

^ Od^te-v irota tebich the other branches are sunplied. 

Ec.i_ii biancb. Keeps ixs o'ah bales Books, Cash Books, and Sales Ledger knd all 

moneys received m-e banked intact. Wages and other pettv expensK kre paid 

^ougn petr.- casa, w-mca is kept on tne imprest system and replenished from 

H.U weeaiy. Evert- loiir weeks a report is forwarded by the Branch Manaaers 
to tl-L). ^ 

. . reports for the four ^veeks ended Jannarv 2S pro\*ide the foUcvrin^^ 
iniormatLon:— ' ^ 


HeAd o^c 

DiriJtnicr: 


Brard 



nance, Pecty Casa in hand. 

0 

# 

$ 


1 

Tanuarv i . 

a 20 

V 

150 

1 ^' 

ICO 

isn irom Deorors 

Lsh Sales .... 

6,000 

4.COO 

3.500 

5 >ooo 

00--' 

C.50C* 

2,000 

^,200 

ISO Banned 

V . - e j 

6,500 

6.000 

^,000 

•eait bales 

‘ansfers to Branches at sell- 

>.coo 

4 

^ A ^ ^ 

J 

4,000 


ing prices : 

From Warehouse to . 

II. 000 

Q,CCO 

5,000 

S,OZQ 

From A to . 



200 

100 

From B to . 

100 

■ 


_ 

From C to 

irchases . . Teo.ooo 



— • 

— 

ages, etc. 


150 

120 

So 

indrc Exoenses 

• A 

ieques for Imprest Perry 

5 '^ 


20 

10 

Cash from H.O. 

aoo 

.1 w W 

140 

90 



Wages and Sundry- Expenses at H.O. are apportionable beb^veen the Ware¬ 
house and the Selling Department in the ratio of 3:2. A uniform 
change of lo''^ on sales is charged to ail Branches, including H.O. Seilins 
Department, for handling and storage e.xpenses in the warehouse, use of 
motors, vans, etc., and clerical labour. 

In addition to the above, the foUot^ing paATnents were made by H.O.:— 


Buver ......... 60 

H.O. Manager ........ 40 

Motor Ex-oenses ....... 200 

Stable Expenses ....... 140 

General Expenses .mcluding clerical salaries) . . 4,000 

Creditors ......... 20,000 

No allowances were made, but Discounts received were . 3,000 

Discounts allowed were— 

H.O. ......... 60 

Branch A ....... 45 

Branch B ....... . 35 

Branch C ....... . 4^ 

The outstanding General Expenses amounted to . . i,Soo 
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Tbe Trial Balance at January 1 was as follows: 


Share Capital . 

Soifediy Creditois (Trade) 
Profit and Loss Account 


Branch A . . . . 

Branch B . . . . 

Branch C . . . . 

Ifanaging DirectoT 
Buyer • • • • • 

H.O. Manager 

Freebcdd Land Baiklmg&^ 

Head Office .... 
Branch A . . . . 

T.afwi anH BufldingS— 

Branch B . . . . 

Branch C . . . . 

Goodwfi] (H.O., at cost) 

Motor Vans, etc. (H.O.) 

Trade Fittings, Utensils, etc.— 

Head Office .... 
Branch A . « . . 

Branch B . • . . 

Branch C . . . . 

Horses, Carts, and Harness (H.O.) 
Sundry Oebtors (Trade)— 

Head Office 

Branch A . . . . 

Branch B . . . . 

Branch C . . . . 

Uoespired Insurances, Rates, etc. (ex 
Head Office .... 
Branch A . . . . 

Branch B . . . . 

Branch C . . . . 

Stock at Cost — 

H.O. WaidiOQse, at cost 
H.O. SeOing Department, at 
Branch A . . . . 

Branch B . . . . 

Branch C . . . . 

Branch A^nstment Accounts— 

H.O. Sellmg Department 
Branch A . . . . 

Branch B . . . . 

Branch C . . . . 


Cash at Bank . 

Petty Cash in HanA — 
Head 0£fee . 
Branch A . 
BranchB 
BrancbC 


(expire March 


price 


31)- 


Da. 


10,000 o 
8,000 j o 

I 

5.<»o 0 

6,000 o 
15,000 o 
1,500 o 

400 I o 
300 ; o 

3<» ; o 
200 0 

400 o 


4.500 

2.600 
2,700 

3.600 

200 

80 

80 

70 

35,000 

7.500 

7.500 
6,000 
9,000 


10,000 o 
8,600 o 

4M o 
200 o 
150 ! o 
100 i o 


. o : 

! ° ^ 

o ' 


I o ,! 

I o ii 

i o il 


o > 


o II 

o 


O :i 
O I! 

o ij 

0 i' 

4 

® ‘i 
0 »! 


O 11 


' o . 


O .1 

0 


Ca. 


c 

100,000 

25.000 

8,000 

300 

200 

200 

1,000 

250 

350 


,d. 

» 

‘ o 


>. 0 

i 0 


2,500 

2,500 

2,000 

3.000 


1'{145.300 I o ' 0 {145.300 


Open the necessary ledger accounts, which would be kept in the H.O. 
books; post the information given above; and prepare interim Tradings 
^d Profit and Actants, and a Balance Sheet. The average " mark-np ** 
^33J% on Selling Price, excepting bread. This, however, is taken as bemg 
me same to allow for transfer at wholesale prices from the bakery. Ignore 
Depreciation, and work to the nearest /. 


Ds. 


SHARE CAPITAL ACCOUNT 


Cb. 



19... 

Jan. 1 By Balance 


c 

!ioo,ooo 
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SUNDRY TRADE CREDITORS CONTROL ACCOUNT. 


Cr. 


19,.. . 

[an. 23 To Cash . 

M 25 ,, Discount 


i S. d. 19... 

20,000 0 0 Jan. i By Balance 
3.coo 0 0 ,, 2S ,, Purchases 


i t. J. 
25.000 0 0 
26,000 0 o 


Dr. 


PROFIT AND LOSS APPROPRIATION ACCOUNT. 


d. 19... 

Jan. 1 By Balance 


C 5. i. 

8,000 0 0 


Dr- 


COMMISSION ACCOUNT. 


Cr. 


i*. d. 19 .. 

Jan. I 


By Balances:— 
Branch .A. 
Branch B 
Branch C 

„ Managing Direc 
tor 

„ Buyer 
,, H.O. Manager 


i s. d. 

300 0 0 
200 0 0 
300 0 0 

1,000 0 0 
250 0 0 

350 0 o 


Dr. 


FREEHOLD LAND AND BUILDINGS. 


Cr- 


19 .. 
an. I 


To Balance :— 
Head Omce 
Branch .A 


i s. d. 

10,coo 0 0 
S,COO 0 0 


s. i 


Dr. 


19 .. 

uQ. I 


LEASEHOLD LAND AND BUILDINGS 


To Balance :— 
Branch B . 
Branch C . 


i s. d. 

5,000 0 0 

6,000 0 0 


Cr. 



Dr. 


19... 

an. I To Balance 


GOODWILL (H.O.) 


i s. d. 
15,000 O 0 


Cr. 



D.r. 


an. I To Balance 


MOTOR VANS, ETC. (H.O.) 


1,500 



Cr. 






















TRADE FITTINGS, UTENSILS, Etc. 
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Q 

% 

P 

CO 
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To Balance, at cost 
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The value of the Stock is arrived at 

as follows;— 





H.O. 

A. 

B. 

# 

c. 

Branch Goods Account balance^ 
Branch Sales Account balances 

j. 

•v* 

I ■i'.ooo 
It.500 

16,050 

7o'-'0 

1 

k 

I -1,1 CO 
6.100 

i 

I '\c*50 
% 

>p--o 

Stock at Sellmc Prices . 

i. V k. c 3 ♦ Q 

r.4C'o 

^ 

".350 

2.'SO 

7-3'-^ 

-P433 

•S.2S0 

^.■50 

Stock at Cost Price 

■ t'4.933 

i z 

* H 

^ i 



Wlien preparing the hnal accounts, the actual Stock n?ure. 
•aiuation. will be taken, any adjustment for diSerences beina 
he Adjustment Accounts. 


\ 
tn 


Tne over-allocation ot General Expenses arises as follov.-s: 


as found bv 
put through 


General Expenses 
Warehouse Salaries, etc. 
Warehouse Expenses 
Outstanding General Expenses 

Deduct Discounts recei^'c 1 

Actual Expenses . 

Allocated 

Over-allocation 


• 4G40 

270 

30 

i.Sco 



3.000 


■ 3.440 

• 3.450 


. = ^10 



tnan 


T ^ 

w • • • V *• 


Interim 
sh''‘‘.vn. s: 


Accounts arc being prepared, 
:uld be made. 


no actual transfers, ether 


EXAMIXATIOX QUESTIONS. 


I. Dvs::;: V a s'.'stem of departmental accounts, and give its object. 


' j • • 

.1 f»: t i .i . 1 ^ , 


It U . .4 ill S 


2. Wna: are departmental accounts? Wltat advantages are to be derived 
cm such accounts' Give t^-O’^enna Trading and Proh't and Loss Accounts 


* T 




. . U'lnrss uiv'i !e i int--' three departments, and state bow vou have allocated 

A V 

-.e in Tree: expenses -"'f the business as between the various departments. 


hi'titu:: >c:>c:ayics.' 


3. If a firm ha-.hnj three departments desires to ascertain the separate profits 
f ecicl'.. in what wav would vou sussrest that the purchases and sales should be 


' ' -o t ^ 

* « • • 




If '.'ou rec ~'mmend special forms of books, give specimen rulings for an\ 
us:nes5. iCraiio-d A ccouKtarJs.) 

4. The pr'prief^rs of a larce retail store which is di\uded into departinenrs 
■■ •■i t Gd'^sien a svstem of accounts which, whilst showing the result ot the 
■■r;;:ne ^-f '"ich department, alsn provides a ready co-ordination in the work of 

i-';‘-artments. e.r. where eo-ds have to be supplied to a customer 




■'•r ier but frt'm se\-eral departments, or where tnere is a necessary 
r--r.' f c --Is between departments. Write a report of not more than 
! W' r 15 -.eitii ',-.-ur recommendations, icivin? samples of any rulings which you 
la-.' think nvc-ssarv. {iKCct^crat' J Accountants.) 
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5. X and Y, merchants, carry on their bnsiness through five departments, 
numbered i to 5. During their fir^ trading period the results are:— 



4 


Stock on hand 


1 

2 

3 

4 

5 

/ 

£ 

£ 

£ 

£ 

25,000 

15,000 

5,000 

13,000 

17.000 

24,000 

10,500 

4.750 

11.500 

15.000 

6,000 

7.000 

1,000 

3,000 

6,000 


The expenses which are to be charged to each department in proportion to 
thepnrehases for that department are as follows:— 


Salaries and G>mmissions . 
Rent and Rates 
General Expenses 
Insurances 


£ 

2,750 

750 

600 

250 


Show the final result and the percentages on sales in each department, and 
also the combined results with percentage on total sales. (Incorporated 
Accountants.) 

6. From the following Trial Balance prepare in departmental form the Trading 
and IVofit and Loss Account of the Splendax Plate and Cutlery Company. The 
business is divided into two departments, viz. Plate and Cutlery. Also prepare 
a Balance Sheet at Tune xo. 


TRIAL BALANCE, JUNE 30. 

Dr. 


Cash .... 

Goodwill 

Share Capital paid up, 3,000 /lo Shares 
Sundry l^btors . 

Sundry Creditors . 

Stock. July I previous year : 

Plate Department 
Cutlery Department . 

Purchases:— 

Plate Department 
Cutlery Department . 

Returns Inwards:— 

Plate Department 
Cutlery Department . 


Plate Department 
Cutlery Depjutment 


Rent, Rates, and Taxes 
Gm, Water, and Electric 
Discounts 

Printing and Stationery 
Postage. Tel^rams, and 
Genoal Expenses 
Carriage (on Sales) ] 
Mis Receivable . 
Advertising . 


£ 

1,112 

3.000 


s. 

4 

o 


3.002 8 

4,112 19 
5.111 4 


111 

36 


2 

I 


1.516 14 
411 19 

III 2 

51 2 

162 14 
76 4 

2II 16 

64 3 
724 5 
S65 2 


d. 

6 

o 


8,111 19 4 


4 

9 

5 
3 

2 

3 


9 

6 

3 

9 

o 

9 

3 

3 

I 

6 


Cr. 

£ s. d. 

15,000 o o 
3.421 12 2 


10.335 2 8 

5.148 I 6 


£33.904 16 4 £33,904 16 


4 







6iS 


HIGHER BOOK-KEEPING AND ACCOUNTS 

A etc \ aJue of Stock on hand at June 30 : Plate Department, / 2 ,iiq 85 - 

Cutlert' Department, ^5.007 175. - y -o 

Expenses, except Ad\ertising, are to be apportioned between the two 

departments according to their net sales. The cost of advertising^ is to be 

apportioned £660 to the Plate Department, and -^'205 25. 6 d. to the Cutlerv 
Department. 


7. A. Bro^vn is a coal merchant, and also carries on a ticket asenev. 
From the follot^g particulars make out his Front and Loss Account for 
the year in departmental form, showing the net pront on the two depart¬ 
ments of his business: Stock of Coal on hand, Januan.- i, -^*35; 'Coal 
Purchases, iSo^; Coal Sales, *^.343; Stock of Coal on hand, January 31, 
£.62: ^^ages of Carmen and Coal-heavers, £iSo ; Repairs to ODal-carts' and 
Harness. £15: Depreciation wTitten on Horses, £24; Depreciation ^^-ritten 
oft Carts and Harness, £12; *Omce Rent, Ratesr and Taxes, £37; ‘Ofece 
Salaries, £102: Postages, Telegrams, and Telephone, £17: Advertising and 
Posters, £12; *Deprecianon of Omce Furniture, £3: Commissions received on 
sale of Railway Tickets, £17: Commissions received on sale of Steamship 
Passages, £145. 

—Items marked* are to be apportioned equally between the two 
departments. Apportion the Postages, Telegrams, and Telephone £13 to the 
Coal Department and £4 to the Ticket Department, and the cost of Advertising 
and Posters is chargeable entirely to the Coal Department. 

8. Z. & Co. earn.' on business as chemical manufacturers and makers of 
patent medicines. From the following particulars make out their Trading 
and Pront and Loss Account, showing the net profits made respectively in their 
Chemical and Patent Medicine Departments during the year: Stock, January- i: 
Chemicals Department. £104: Patent Medicines, £i2i. Purchases of Raw 
Materials: Chemicals Department. £^,41$; Patent Medicines, £78. Sales to 
the Public; Chemicals Department. £2,410; Patent Medicines, £3,074. 
Manufactured Chemicals supphed by Cbemirals Department to Patent 
Medicines Department for further use in manufacture there, £814. Facton’ 
Wages and Salaries: Chemicals Department, £832: Patent Medicines, £416. 
Bottles, Cases, and Labels: Chemical Department, £37: Patent Medicines, £75. 
Factor}' Rent, Rates, and Taxes, £-23: Government Duty Stamps on Patent 
Medicines. £50 ; Power, Light, and other Factor}' Charges, £122. Stock, December 
31: Chemicals Department, £248 : Patent Medicines. £75. Ofice Salaries, £400; 
Office Rent, Rates, and Taxes. £TSS: Travellers' Commissions and Expenses, 
£214; Gas, Coal, and Electric Light \Omcei, £36: Printing and Stationery, £102; 
General Expenses, £0 15. : Advertising, £052 ; Bad Debts, £35. 

A'-.'-u—Apportion Factor}' Rent. Rates, and Taxes, and Power, Light, 
and other Factorv- Cbarces between the departments on a basis of the wages 
paid in each. 

Apportion all Omce and other non-productive expenses, except Advertising 
and Bad Debts, between the two departments on a basis of the sales effected by 
each, counting snoods supplied bv one department to the other for use in 
manufacture as being sales. 

/50 of the Advertisinsr expenses and £5 of the Bad Debts are chargeable 
agamst the Chemicals Department, the remainder relate to the Patent Medicine 
business. 


9. Messrs. Babble Sc Co. publish two dailv newspapers, the Morniyig Screech 
and the Evckik^ From the following particulars prepare accounts 

showing the net trading result of each journal for the year: Gross Sales: Screech, 
hfi.ooo; Hc'il, £ so,000. Returns, to be deducted from gross sales: Screech, 
I IS.coo; iToa/. £4.000. Cost of Editorial Staff: £ 5 .ooo : Hon/, £4.000, 

Payments to Con'tributors and Correspondents : Screech. £22.000; //oa/,^£,14,000. 
Payments to News Agencies for News Supplied; Screech, £,10.000; Ho'dl, £6,000. 
Receipts for Ad\'ert:5vnients : So:-::}:, £40,000 ; Hc'd I, £30.000. Cost of Advertise¬ 
ment Manager’s Department 'to be apportioned in proportion to the Advert^ment 
receirts:. bg.ooo. Cost of Paner used : Screech, ^^,000 ] HoxI, {4,000. Printing 
DeoarrmeVt (‘Salaries and Waees. £18.000; ^Repairs and Renewals, £i.ooo: 
Stores and Supplies, /i.ooo; Printirg Gir.ee Rent, Rates, and Taxes, 
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j^2,ooo; General Expenses, /2,ooo; Lighting and Power, ^^500; Depreciation 
of Plant, ;^i,ooo; Sundry Expenses, £1,500), £2^,000, Delivery Department: 
*Wages, Salmies, Motor Expenses, and Genersd Expenses, ;^3,ooo. 

}JoU ,—Apportion Expenditure under the headings marked • in proportion 
to the Gross S^es. 

10. From the following Trial Balance prepare the Profit and Loss Account 
and Balance Sheet of L. Smith, a manufacturer whose business is divided into 
two departments, viz. “ A '* and " B,'" for the year. These accounts are to be 
shown so as to reveal the result of the operations of each department separately 
as well as the combined result. The expenses appearing in the Profit and Loss 
Account are to be apportioned as between the two departments according to the 
net volume of sales for the 5'ear in each department. 


Freehold Land and Buildings 
Plant and Machinery . 

Sundry Debtors . 

Sundry Creditors . 

Manufacturing Wages:— 
Department A . 

Department B . 

Manufacturing Charges:— 
Department A . 

Department B . 

Stock on hand, January i:— 
Department A . 

Department B . 

Salaries of Counting House Staff 
Rates, Taxes, and Insurance 
General Expenses and Commissions 
Capital Account, L. Smith 
Ca^ at B ank and in hand 
Sales:— 

Department A . 

Department B . 

Purchases:— 

Department A . 

Department B . 

Returns Outwards, Department B 


Dr. 


£ 

s. 

d. 

20,500 

0 

0 

14.396 

0 

0 

2.914 

0 

0 

3.294 

9 

I 

5,291 

4 

9 

2,046 

14 

2 

3.096 

4 

8 

2,049 

16 

2 

5.629 

14 

3 

2,249 

10 

0 

635 

9 

9 

1.524 

18 

5 

10,454 

7 

1 


4.396 2 I 
3.294 I 9 


Cr. 

£ s. d, 

23.246 9 5 

30,000 o o 

”.324 9 5 
16,986 14 I 

214 19 3 


3(81,772 12 2 £^1,772 12 2 


Pa® ^ December 31 was as follows * 

Department A, £3.092 17s. 6d .; Department B, ^4.924 105. gd ' 

, foUowing Trial Balance of Messrs. X. and Y.’s Stores oreoare 

f^ departing 

Md a ^«“heel “ ' ^ ^ ^ Account 

to JoSTod “ drawing. (2) Write off Bad DebtTamounting 

to S^of ther^f^ increase the Provision for Bad and Doubtful Debte 

FmJtSiSSSri “% »« <*"' 

It fe) “J'S’S SSSK f.: 

, ^ 12 45. 9d., Department B, ;fi04 2s. 2d. ; Department C 
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Messrs. X. & Y.’s Stores. 


AND ACCOUNTS 


Capital Accounts : 

X. . 

Y. . 

Drawincfs :— 

Y. . 

Stock. Januan' i : 

Department A 
Department B 
Department C 
Purchase* (Gross 
Department A 
Department B 
Department C 
Sales :— 

Department A 
Department B 
Department C 
Pransfers of Stock between de 
(From'! Department A 
(Toi Department B 
(To) Department C 
Returns Inwards :— 
Department A . 
Department B , 
Department C . 

A'aees and Salaries 
\dvertising; and Cataloc 
Dividends on Shares in M N 
Shares in M X Compan'. 
Sundry’ Debtors . 

Printing and Stationer\- 
undrv’ Creditors . 


trial BALAXCE, DECEMBER 31. 

Dr 




ues 


-.amage 
I-ommission , 

Postages, Telegrams, and Tele 
ProN-ision for Bad and Doub 
Januar}' i) 

Furniture and Fixtures 
Insurance 
general Expenses 
Zash at Bank 
Discounts and AUowances 


partmen 


Compa 


phons 
tful I 


n 


Debts 


as a 




^ o r* 
O 0 


I 2 I 

1.316 

2.2IC 
I,I 16 

^.949 


4 

•> 


4 

■t. 

I 


6 

r> 

o 

1 


20 

0 


>0 

0 

0 

10 

0 

0 

3^ 

0 

9 

110 

17 

I 

411 

*> 


240 

4 

6 

1,000 

0 

0 

551 


0 

12 

I 

0 

3^ 

4 


m 

\ *> 

9 


9 ^ 

^ f 


I 

300 

0 

0 


0 

5 

64 


9 

335 

9 

10 

46 

-> 

I 

/1 2 

5 

S 


Cr. 

i 5. d. 

2.40*0 o o 

1,200 0 O 


2,602 4 2 

D595 15 D 
4.160 2 9 

100 o 5 


60 0 0 


319 2 5 


1000 


£12.477 5 S 


^1,112 Ss. gd. (7) A stock of Catalogues remains on hand valued at /30, the cost 
)f which is included in the item of " Advertisinsr and Catalogues, £240 4s. 6i." 

12. The Ohmpian Patent Medicine Company manufacture two varieties 
3f patent medicine, viz. “ Hercules ” ointment and “ Jupiter " pills. From 
:he follo-sving particulars prepare the Company’s Trading and Profit and Loss 
Account for the year, showing the gross and net profits or losses on each class 
)f manufacture: Stock of Drugs on hand, January’ i: Ointment, £'600 los.; 
Pills, /So 25. id. Stock of Bottles, Wrappers, and Labels, Jannar\’ i: Ointment, 
U25 155 . 6i.: Pills, £13 2i. gd. December 31, Purchase of Drugs: Ointment, 
LISS4 2s. otf.: Pills, ^246 85 . id. Bottles, Wrappers, and Labels: Ointment, 
^"625 Ss. 2d.\ Pills, £122 Si. 4^. Manufacturing Expenses: Ointment, 
^1,146 25. 6i.; Pills, ^422 Ss. 6 d. Sales: Ointment, 256,020 boxes at 6d. each; 
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Pills, 42,114 boxes at 15. each. Stock of Drugs, Bottles, and Wrappers on hand 
at December 31, 19...: Ointment,/Si iBs.jid.: Pills,/Si 45. i ic/. Advertising, 
£2,484 9s.; Postage, Stationery, and Printing, /207 os. gd. : Salaries, £414 i:'. hd. ; 
Rent, Rates, and Taxes, and General Expenses, £621 2s. Apportion the four 
last-mentioned expenses between the two classes of goods according to the nuriiley 
of boxes of ointment or pills sold. 

13. Show how you would combine tlie Balance Sheets and interchanging 
accounts of a concern having separate trading centres in London. Liverpool 
and Manchester. [Chayleycd Accou>:ianis.) 

14. Describe how you would treat the Accounts of Branches in the Head 
Ohice Books of a multiple-shop hrm. ilricaporated AcccurdaKts.] 

15. Miles, Further & Co., Ltd., own twenty retail pro\'incial branches. .\11 "oods 
are supplied from the London Head Gfhce, and arc crjariicd out at selling prices. 

The Head Office request you to de\'isc a Supplies Journal v. iiich \vill record in 
con\enient form: (ai :^upplies to Branches 'Cust and scdling prices); {i. Returns 
and allowances: and ^cj Cost of packing and despatch. 

Submit a suitable ruling for the above requirements, explain tlie advantages 
you claim for it, and make two specimen entries therein. {Roval Society Ails.) 

16. A company owning 500 branch shops instruct you to prepare a suitable 

system of accounts. Simplicity is of the nrst importance, as the knowled"e of 

accounts of the Branch Managers is verv limited. The companv deal in live mam 
commodities and sundries. 

\ou are instructed to prepare forms of accounts, so that weeklv Profit and 

Loss Accounts may be prepared, continuous stf cks kept, and cost accounts -iving 

quantities for each branch. Give : di; Form of accounts to be kept at each "shop • 

(6) W eekiy accounts to be forwarded to the Head Office; (c) Head OfYice book of 
statistics, (nicorporaied AccoUfUanis.) 

17. Smith Joiies & Co. are the owners of a business workint; upon tlie multiple- 
shop system, ^o branch ,3 allowed to purchase any Stock and can make onlt Petf • 
Cash payments. .411 recetpts are paid daily to the Credit of the firm at the local bank 

Lpon y.hat basis should goods be charged out to the Branches ? 

"•bich the Head Office Books would show in the case of 
each Branch. (Incorporated Accountants,) 

18. .4 company, having its Head Office m London, owns a factory in <outh 

io tL'fac?oTlnd remitted from London 

Head OfficP of the factory of /2,ooo, which is transferred to the 

SeVZid“.”dUru-?.h\h T" '*■'»' 

Head oZe Ind the amount m question in the Trial Balances of tlie 

whole business ? Sheet of the 

is remitffidSnAW several branch shops. A weekly sum 

XrSo TocdT^mcJ aredupplied from th 

locaUv as and Then rSeSed aJd All receipts are banked 

upon these banking account The bY 

c,e« sales .ls.Wc.ed"?„d colt,°] I'.c'ahv S.^di? 

furnish the H^aTSLeSvithSTuhNSc^^^^ 

shoS'XXSTtSSlfTlhe^sak^oL-'i X" twenty retail 

and Sundries. ^ ^ ^ Cigarettes, (6) Tobacco, and (c) Pipes 

P«.charo%“^sV»SVT " ‘-“.i””- -N-o l«al 
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\ ou are required to drait instruct juris for the Head Omce book-keer tr ; i 

to the records to be kept m the Head Orhee t ;oks rerardin; s.-ds f'rv.-ard^' t'. 
me branenes ; (tj As to the returns to be made to the Head Omce bv tV- b'an.'>-. C- 

cash payments fcT expenses^aid 

locally. [Lcn.io}: Ch'jDKCzy ComKcfCf.) ^ ^ 

4 

22. A. B. & Co.’s Stores. 

TRIAL BALAN'CE, DECEMBER 31. 


Held 

0~cc. 


M-:hr 5 :er 

Bri-ch. 


• A m ^ ^ 

» . Vi 


USA 

B:^lSi 


Stock, Janviars' i 

s 

5 5 0 

■v 

Cooc'A"iii 

• 



Freehold Premiies . 


^ ^ ^ ^ 

c, 5 00 


Capital .-tcccunt . 




s * 

B. Capital Account . 

9 

1 


f 1 - 

•. ^ V 

Sales .... 

$ 


* 4 

r,c-:o 

Purenases 

» 

5,::o 


Sundr\- Debtors 


C s ' 


jundrA' Creditors 




Frade Expenses 


•• \ 

> w 


salaries and \Va5e5 . 

9 

J 

CCD 


Rates and Taxes 

9 

1 ; j 


Provision for Bad and Doub 

tful 

m #* 


Debts .... 

1 


« 0 I 

Bad Debts 

9 

3^ 


Repau^ .... 

4 

I «0 


Postag-es .... 

9 

5- 


-iverrool 

9 


icr 

Manchester 

• 


166 

Tull ... . 

9 


251 

■lead Ofice 

$ 



nvestments 

1 

4,coo 


'ncome from Investments 

4 


3:0 

rash at Bank . 


i.eoo 




t- 4 .C 45 

4 ,-M t 


• t ^ 




« ^ ? I 

• * 


5.4:^ 


4,21c 


/ - • X 

6 si 


^ 4 ^ ^ ^ 




• t ^ 




4 z 


I V ^ 


^3 


i - 


-, -■ 


1:2 


>w’ 


•" ‘I 


II 


i65 


19: 


2 *:i 


*ci?' UrT?' Ti;"? 


jtc-ck, December -i . 


w w -- 




— 450 — 


x'X — 


From the above Trial Balances prepare Trading and Profit and Loss Accounts 
ind Balance Sheet of the partnership. {ly.ccyponitei Accoiiy.tcty.ii.) 

23. Weston \\~heeler, a retail trader, has three shops. His books show the 
ollowing particulars at the close of his financial year on March 31:— 


Stock, April i, previous year . 

Bath. 

2,000 

Birmingham. 

• 

J, 

^,000 

Bristol. 

/ 

I,coo 

^^*age 5 ..... 

BSO 

250 

300 

Rent ..... 

200 

350 

250 

Sales ..... 

5.000 

4.000 

3.000 

Stock, March 31 . - - 

2 .COO 

4,000 

1,500 

His total Purchases were C10.500 

and General 

Expenses i4So. 

His 


& • ^ W W ^ W w: w * ^ A ^ ^ W W A ^ W ^ W W * ^i* ^ ^ m m — 

ame percentage throughout the Branches. His general expenses are borne by 
■ach shop in proportion to its turnover. Show the net profits of each shop. 

24, In the Balance Sheet of a companv submitted to you for audit, you find, 
.moncst others, the followins: items:— 

O ' W 


Creditors in London (Head 0 :nce‘- 
Due to Manciiester Branch . 

Due to Glasgow Branch 


10,000 
2.000 
1.000 

/i 3.000 
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Debtors in London (Head Office) . 
Due from Liverpool Branch . 

Due from Birmingham Branch 
Due from Belfast Branch 



£ 

15.000 

3,000 

1,800 

200 


£20,000 


What adjustments, if any, would you require before certifying ? [Chariered 
Accountants.) 

25* The X Z Company, of London, has a Branch at Newcastle-on-Tyne. 
Goods sold at Newcastle are supplied from London, but no charge is made in the 
books as between the Branch and Head Office. On December 31, the Branch 
Balance Sheet, after closing the books, was as foDows:— 


Dr. 

Sales Ledger Balances 
Premises Extension Ac* 
count, closed to Head 
Office . . . . 

Cash in hand 
Cash at B ank 


£ I 

^ 6,700 I 

% 


50 ! 

1,260 I 


£4^,010 


Bought Ledger Balances 
Head Office 


Cr. 

£ 

3.290 

• 44.720 


£48.010 


In the six months to June 30 next, the following transactions took place at the 

Branch: Sales, ;^54,180; Purchases. £4,200; Wages (paid), £5,700; Salaries. 

£560; Directors' Fees, £200; Fire Insurance Premium for one year £480 • Cash 

collected on account Sales Ledger Accounts. £42,000; Discount aUowed on 

^count^^ Ledger Accounts, £2.500; Cash paid Bought Ledger Accounts, 

£3,800; Cash sent to London, £29,560; Premises Extension, further payments to 
Contractors, £1.500. ^ ^ 

There is Cash in hand on June 30. £60, and a Bank Balance. £1,450 

Set out the Head Office Account in the Newcastle books on June 30 to show 

toe entnes after the books are closed, and also the Branch Balance Sheet at that 

date, assuming it to be made up on toe same lines as on December 31. {Chartered 
Acc<mntants.) ^ ^ 

, Souttem Trading Company. Ltd., has a Head Office at London and 


LONDON TRIAL B.ALANCE, DECEMBER 31. 



Dr. 


Cr. 


Cash . 

1 5 . 

d. 

L 

d. 

• ♦ ^ 

Stock on hand . . . ! 

511 12 

6 



Sundry Debtors . . ! ! 

2,214 9 
5.616 4 

8 



Sundry Creditors • . . ! ^ 




Furniture and Fixtures . . . ’ 



314 I 

9 

Stoe Capital. lo.ooo £i Shares, fullv paid 
Profit and Loss Account:— 

322 9 

I 

10,000 0 

0 

Balance. January' i . 

Profit for year ... 



in 19 

6 

Southampton Branch . ! * 

2.473 5 

6 

711 19 

8 


/II,138 o II ;£ii,i38 


0 II 
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SOUTHAMPTON TRIAL BALANCE, 


DECEMBER 


Cash . 

Sundn' Debtors 
Sundry Creditors 
Stock on hand 
I-X)adon Othce 
Front for vear 

9 


Dr. 

£ d. 

411 12 6 
3.1^^ 9 5 

I.Ill 14 2 



^>442 I 9 

1,674 I S 

519 12 8 


i 4.635 16 I £4,635 16 I 


The dinerence between the London Omce balance in the Branch books and 
the latter's balance in the London Omce books is accounted for bv the fact that 
London remitted /700 cash to Southampton on December 31 and forwarded to 
Southampton goods invoiced at £99 35. loi., both of which did not reach 
Southampton until January i following. 

27. The Manager of a Branch Omce receives a cheque each month from the 

proceeds of which he has to discharge : the monthly trade accounts; {b) salaries 

and ofhce expenses. 

With regard to receipts, he collects local accounts {\nth instructions to pay 
the same daily to the credit of Head Ofhce at Bank). ' 

Upon investigation it is found: (i) That all monthly accounts due to the 
hrm are one month in arrear, and that the dates of vouchers have been altered 
to correspond with the false entries in the Branch Cash Book (copies of entries 
being fonvarded to Head Office weekly). (2) That the Manager has paid 
to each employee only half a month’s salary, explaining as his reason that Head 
Office had short-remitted him, owing to an error in the additions, made 
by Head Office, in the monthly Schedule of accounts payable. {3) That the 
Manager has collected accounts in cash, pating pairt only of the proceeds to 
Head Office account at Bank. 

You are requested to draft a scheme which, in your judgment, will prevent 
a repetition of such frauds. {Inccrporated Accoiiritants.) 


III. Foreign Br. 4 Nch Accounts. 

Here we are concerned with the keeping and preparation of accounts 
invvh'ing the element of foreign exchange, and the complications 
inciJciU thereto. 

The explanations previously given in regard to Branch Accounts 
where bull) the parent house and the branches operate in the same 
country apply also when the Head Office is domiciled in this coimtr}’, 
and the branch in a foreign country, subject, however, to certain modi- 
licalions arising from the different currencies employed in trading. 
No ii-wv book-keeping principles are involved; the difference arises 
from currenev fluctuations. 

Clcarh’, it is impracticable that the whole of the Branch books 
>h'.'’ild be kcy>t at the Head Office; the Branch must keep its own 
b'Mjks. Head Office treats its branches as debtors for all remittances 
in cash <;r goods, and the Branches respond by treating H.O. as a 
creditor. The method already explained whereby Branch Profits 
are brought into the H.O. books by means of a debit to the Branch 
Acc-aint ab-;* applies in principle. 

The H.O. hooks must, of course, be kept at home in sterling to 
provide a sterling Trial Balance, and the Branch books must be kept 









FOREIGN BRANCH ACCOUNTS 



abroad in the local currency in order to record detail- of the 1 


trading. 


The transfers of value cominualiv 


- 


L-ef.Vecn 


II.O. 


and Branch are recorded in a Branch Account k 
and complemented in a H.O. Account kepi in 
books of the Branch. 


cp-r in trie H.O. b'j'jks, 
lucai currency in tlie 


Book-keeping Methods. —There are three methods of recording 
transactions with foreign branches:— 

(1) Assume for book-keeping purposes that a stated sum in 
foreign currency is the exact equivalent of a start'd sum in sterlint:, 
for example, that $4-666 = £1. This method is employed when 
the currency is stable, and it is usual to take, as in the illustration, 
the mint par of exchange between the currencies, or the nearest 
round figure to the mint par. 

(2) .Allow the H.O. books and the Branch books to run inde- 

pendenth’, md, at balancing periods, when the figures are combined, 

convert the items in the foreign Trial Balance into sterlinc: at equitable 

rates, ha\ing regard to their nature and the circumstances of their 

origin. This method is employed when the currency of the foreign 
branch is unstable. 

(3) Although the exchange rate between the home and the foreis'n 
currency fluctuates widely, assume an artificial parity as in (i), and 
make the periodical adjustments in the books required to correct 
the excess or defect in the valuations arising from the assumption. 


(i) Stable Exchange. 

^ Here the fixed conversion rate assumed for all inter-house transac¬ 
tions obtaate the futOe labour that would be involved if every 
transaction between H.O. and the Branches were worked out at the 
actual exchange rate ruling on the various dates. 

Mode of Procedure.-The Branch mil keep its H.O. Account in 
ioc^ currency. Memorandum columns be protided on either Mde 
of this account to accommodate the sterling equivalent of each item 
therein, converted at the rate adopted. The H.O. will keep its account.s 
m sterimg and may, if it thinks advisable (but this is often unnecc'^arv! 
make similar proHsion for the insenion on both sides of the Forei m 
Branch Account of the foreign equivalent of each item appeann? 
therem. Thus the Branch Account in the H.O. Ledger, and the H.O' 

both^ Ledger, wiU be exact counterparts of each other’ 

the BfanT-rJ f R i ^nd their local-currenci' columns, and if 

^ Balance as a whole is converted into sterling at the 
^eed rate of exchange, it can be amalgamated with the H.O Trial 
^ the same way as would be folloiv-ed if the Branch 

rxch^tTnS'^th°k^ of a fixed rate of 

abroad kept m local currency, and the hamionv of th^kwo ^ets of book^ 
(aUo^ing for mere matters of arithmetic] is complete 

writteToffThprh ^ the Branch books can be 

wntten off these books, and transferred to the H.O. books through the 
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reciprocal account kept between the two houses, alwaj's, of course at 

the agreed rate of exchange. Thus, when the Branch has ascertained 

Its profits, it can transfer them, in local currency, to the credit of the 

H.O. Account, and the H.O. can pass an entiy* through its own books 

at the agreed rate of exchange, for the sterling equivalent of the profit! 

debiting the Branch, and crediting its own General Profit and Loss 
Account. 

Profit or Loss on Exchange Account.—Since the harmony of the 
home and foreign books proceeds from the conversion of all inter¬ 
house transactions at the one invariable rate of exchange, it follows that 
any transactions effected at rates other than the rate adopted must, 
nevertheless, be put through the reciprocal account at the adopted and 
not at the actual rate, and that the difference between the two rates 
must be ^^Titten off to a Profit or Loss on Exchange Account, or 
Difference in Exchange Account. 

Thus, a London House, working on the basis of the fixed rate of 
i'l = Mks. 20, remits Mks. 100,000 to its Berlin Office, at the rate 
of £i = Mks. _20-42, costing £4,897 3s. 2d. It must therefore debit 
its Berlin Office with Mks. 100,000 (at £1 = Mks. 20) = £5,000, 
and credit the difference of £102 i6s. lod. to Profit and Loss on 
Exchange Account. Similarly, if the Berlin Office remits London 
£2,000 at the rate of £i = Mks. 20-45, costing Mks. 40,900, it must 
either debit London with Mks. 40,000 (;.e. at the fixed rate) and write 
off the difference of Mks. 900 to Profit and Loss on Exchange Account, 
or, alternatively, it must debit London with the sterling equivalent 
of Mks. 40.900 at the fixed rate = £2,045, and London must, when 
responding to the entr}-, debit £45 to Profit and Loss on E.xchange 
.■\ccount as representing the difference between the sterling equivalent 
and £2,000. 

.■\ny credit balance on the Profit and Loss on Exchange Account 
is better carried forward as a reserve against future differences and 
fluctuations. Anv debit balance should be written off at once. 

w 


(2) FlI'CTU.-MI.VG Exch.^xge. 

^^■hen a business house has a branch or branches in a country whose 
monetan- unit fluctuates in its sterling value, the home office, in 
addition to being subject to the ordinal}' \dcissitudes inseparable from 
the endeavour to earn a local trading profit, is always faced ’with 
uncertainty as to the extent to which the local profit, when earned, will 
be affected by exchange relations between the two countries. 

Ordinar}’ Book-keeping Principles Apply.—In the main, the 
ordinary’ routine of inter-house book-keeping applies, whether the 
Parent House and its Branch are located in the same, or in different 
countries; or, if the Branch is a foreign one, whether the loc^ currency 
is stable or unstable. The Parent House keeps its books in sterling, 
and treats its Branch as a debtor for all remittances in money or kind, 
and the Branch keeps its accounts in the currency of its domicile, 
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either in sterling, or a stable ur fluctuating foreign currenc\', aiiiJ 
the H.O. as a creditor lor all credits or rerniltance^ iV( c-i\‘fd. 

It has been shown above that where the excliaii.i^e between two 

✓ 

countries is stable a fixed conversion rate is used, and tlie Branch and 
H.O. books form the two halves of a single set of books, connected 
throughout the year by means of the reciprocal accounts. But whe-n 
the local currency of the Branch is unstable, the H.O. and BraiKh 
books must, for the most part, be kept inde])endently, and thev cannot 
be combined with the H.O. books for the jairpose of prep.iring the 
accounts of the whole undertaking until thev have been subjected to 
re^^sion in the light of exchantre wilues. 


Remittances Account.—It has already been mentioned that the 
H.O., in all cases, opens a ledger account for each indi\'idual f(jreign 
branch, to which remittances to or from the branch are either debited 
or credited as the case may require. But when dealing with fluctuating 
currencies, it is preferable to record remittances in a subsidiary 
Remittances Account, in order to reliec’e the main Itranch .X' count 
of the cumbersome detail. If this metlvjd is adoiUed. all remittances 
win, in the first place, be posted to the Remittances Account, and the 
total of that account will subsequently be transferred to the Branch 
.-\ccount proper. Both the Remittances and the Branch .-Xccounts will 
be provided with currency and sterling columns, and the exact amount 
of currency xtill be placed against each item. The debit b.d.incc 
appearing in the Branch Account in the H.O. books, will, in thcM- 
circumstances, represent the amount invested bv the H.O. in tlw 
Branch business, and any profits that mav be made bv tho Branch will 
represent the return on the investment. 


• by the Branch. —The foreign branch will conduct 

its book-keeping independently throughout,''in the local curn-nev. 
mke the H.O., it will open a Remittances .\ccount. and also a H.O. 
. ccount, keeping both in sterling and in local currency. .■Mlowing 

f TT accounts will be exact counterparts 

of the H.O. accounts. At the end of a trading period, the accounts 

must be reconciled by adjustments for items in course of transit as 

already explained in connection with Branch and H.O. -\ccounts in 
general. 

Conversion of Foreign Branch Account.-When the reciprocal 

have been reconciled as explained ;ibo\-e, 
he Bramch Trial Bdance in local currency must be converted bv the 

Stb tbp'^H^n' tT rial Balance, in order that it mav be incorporated 
conS^rH^ t" undertaking. But the Branch Trial Balance cannot be 

be rnfvprl;^ A u'"" conridered on its merits, and mu.st 

most ennitaKf ^ exchange as, in the circumstances, is 

erling totals, men all the items have been converted into sterling 
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the two sides are bound to disagree, and to ettect the neoe^^ar^• a-^ree- 

ment the dinerence must be inserted as a profit or a loss on exchan^-e 
as the case may require. ^ 

_ Rules for Conversion.—The rules for converting the various item; 
in the Branch Trial Balance are as follows:— 

^ (i) Fixed assers tnust be ulued at the rate uJiich ruled at the tim-- 
cj ihe:r pureease or z: l:eK fuy.ds nere speeially ren::iied to pax for them. 

The reason for this is that the assets are acquired for permanent 
use by the Branch, and not for sale, and once the rate is determined 
it should, in ordinarx- circumstances, remain unaltered. 

Additions to fixed assets made durin; the trading teriod, and .ilso 
lfi:§-term mort^ases, or other fixed liabilities, shsuld^be converted on 
the same principle. Capital expenditure, spread over a period, max 
be converted en bloc at the average ruling rate *or the beriod. 

In some cases the Fixed Assets Accounts are transferred from the 
Branch to the H.O. books, through the reciprocal accounts. In 
such cases they no longer appear in "the Branch Trial Balance. Fre¬ 
quently this is a wise proceeding, smce it permits questions of 
depreciation to be dealt vith more convenientlv. The transfer 
must be made on the principles mentioned above. It must be 
understood that any depreciation which it may be necessarv to make 
is a separate matter, and must be treated separately. If the’ deprecia¬ 
tion is on a percentage basis, and the Asset Accounts are kept in the 
Branch books, the rate of conversion for the depreciation (xxTitten 
off in the Branch books) must be the same as that emploved for the 
asset itself. 

!2^ Current assets and liabilities, held or incurred for realisation, 
or pavment in readv monev, must he converted at the rate rulinz on 
the last day of each trading period, just as though they had actually 
been realised or paid at that date. 

(3) Profit and Loss ba!a}:ces, or the single balance of the Profit and 
Loss Account, uhere that alone is shonn, should be comerted at rates 
closely approximate to those ruling lihen the prof.ts or losses arose. 

In practice, the average rate for the period is usually emploved 
for conversion of the Front and Loss balance, on the assumption 
that profits or losses have accrued equally throughout the period. 
The avera2:e rate is obtained bv addins: tos:ether the rates for, sav. 
the first day of each month comprised in the period, and di\iding 
the total bv the number of davs taken into average. 


(4) Remittayices letueen H.O. and branch nill already haie been 
entered in both sets of books, and the cost in sterling of all remittances 
to the branch, as iceli as the proceeds in sterling of all remittances from 
the branch, mil appear in the form of actual entries in the H.O. books. 
All that is necessarv therefore at the end of the period is to convert the 
total of the remittances in the branch trial balance to a sterling figure 
canal to the actual stcrline^ total in the H.O. books. 

a w 

It has alreadv been stated that the sterling Trial Balance resulting 

will f;;i1 rn potpa until it has been 
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adjusted by debiting or crediting the difference as profit or loss on 
exchange as the case may require. But since the profit or loss on 
exchange arises mainly in connection with the current assets and 
liabilities, it is essential, if a loss has occurred, to charge it against 
cuirent revenue. If a profit on exchange is shown, it is doubtless 
permissible to cjtny it to the credit of current revenue, but it is more 
prudent to place it to the credit of a Reserve for Exchange Fluctuations, 
in order to provide for possible future losses. 

The following example illustrates the principles enunciated above:— 

IUusiraiion,-—VTom the following Trial Balances prepare the Balance 
Sheet of the Nictheroy Agency and Trading Company, Ltd. 


JANEIRO TRIAL 


DECEMBER 31, 19.. 


Ca^ in hand. 

Cash at London and South American Bank 
Snndiy Debtors 
Stock on hand 
Snndiy Creditors . 

T.tuid and Buddings 
Plant and Machinery 
Fnmituie and Fittings 
London Office Account :• 

Balance, January i, 19... = ^6, 
Remittances during the year = 

Profit and Loss Account (Balance) 


Dr. 

Cr. 

IClreis. 

1,500.000 

Mibeis. 

15,075.000 

75.390.000 

60,466.500 

32*590.400 

13,241.200 


I.14I.300 

1,011.200 

100,000.000 


25,000.000 

10,234.800 

167,825.200 

Ms, 167,825.200 


LONDON 


Shaxe Capital. 

Sundry Creditors .... 
Sundry Debtors 
Cash at Bank 

Rio de Janeiro Office Account, January i 10 
100,000 . . . . 

Kio de Jandro Office Remittances during the 
year, Bb. 25.000 .... 


Dr. 

i s. d. 


200 O O 
168 2 O 

6,250 O O 
1.560 2 6 


Cr. 

£ s. d, 

4,000 o o 
4*198 4 6 


;i8,i98 4 6 ^^8,198 4 6 


of exch^ge may be assumed to have been as follows: At 

Sd FiitinS w^ SS 

at Head Office.-In some undertakmgs 
netto this procedure is wise m any given ci i i <y depends larpelv nnnn 

. c^tol exennaed by H,0.; tbe Bmncb bioitoS^ 








RIO DE JANEIRO TRIAL BALANCE AT DECEMBER 31. 19.... CONVERTED INTO STERLING. 
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Cash in hand .. 

Cash at London and Brasilian Bank. 

Sundry Debtors. 

Stock in hand. 

Sundry Creditors. 

Land and Buildings. 

Plant and Machinery. 

Furniture and Fittings. 

London Office Account. 

Profit and Loss Account. 

Ms. 

Profit on Exchange. 

i 

Rat« at which 
Converted. 
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and other similar considerations. When a duplicate of the Branch 
Ledger is kept at the H.O., it is chiefly in total form, and involves, of 
course, the despatch by the Branch of summarised duplicates of its 
Cash Book, and its Purchases, Sales, and other journals. The keeping 
of a duplicate Branch Ledger by the H.O. affords a ready means of 
controlling the Branch, but it must be kept complete and up to date, 
and whollv in currencv, as it would be bv the Branch itself. It ranks 
only as a memorandum ledger, and forms no part of the H.O. account¬ 
ing system. Such a ledger can, of course, be kept for any Branch, no 
matter what the local exchange conditions mav be. 

(3) Fluctuating Exchange Assumed to be Stable. 

In some cases it is convenient, even though the exchange is unstable, 
to assume a fixed rate, and to conduct the book-keeping on that assump¬ 
tion, in the way already described as applicable to unstable exchange. 
This method d’oes not always give such exact results as would be 
obtained bv treating the foreign currencv for what it is, viz. un- 
Stable, but pro\'ided periodical revaluations are made, should the actual 
exchange rate greatly differ from the rate assumed, it furnishes in many 
cases a fair working result. 

By this method all transfers of funds or credits between H.O. and 

the Branches are passed through the Remittances Account in the 

H.O. books at the fixed rate adopted, any difference between the 

adopted and the actual cost or proceeds of anv particular item being 

debited or credited as the case may require, to Profit or Loss on 

E.xchange Account. The balance of the latter account needs specially 
conseiA’ative treatment. 

Treatment of Balance of Profit and Loss on Exchange Account.— 

Reference should be made as far as possible to the particular 

transactions between the H.O. and Branch which gave rise to the 

nominal profit or loss on exchange in order that it may be apportioned 

equitabb the transactions. For example, nominal profit on 

exchange arising from remittances abroad to pav for the goods traded 

in, or to meet ordinaix' working expenses, could'be added to the gross 

or net trading profit remitted from the Branch at the end of the tra'ding 

penod; or, alternatively, applied to the reduction of the debits which 

appear in the Trading or Profit and Loss Account. Conversely 

It the profit anses from remittances to defray capital expenditure, 'it 

should go to reduce such e.xpenditure, and must not be used in relief 

0 re^enue charges. Nominal losses on exchange require Like but 

converse, treatment. Concurrently, the general course of the exchange 

must be watched, and the fixed rate adopted for book-keeping purposes 
must be revised in case of need. u ,, f u 

Head Office.-When, in dealing with an un- 
s e exc ange, the adoption of a fixed rate is convenient, it is 
Often possible, by keeping at the H.O. a local Currency Ledger for 
ranch transactions, to relieve the local manager from the necessity 
01 sendmg to the H.O. an\-thing more elaborate than monthly Vash 



The Kintrang Gold ConcesslonsS Ltd. 

MANAGER'S LOCAL CASH ACCOUNT FOR THE MONTH OF DECEMBER. 19 
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and store returns, and similar simple statements. This is frequentlv 
an advMtage, e.g. m the case of some mining and plantation companies 
wEere there is no expert book-keeping staff at the local office The 
Br^ch Ledger m local currency kept at the H.O. replaces the Ledger 
which the local office would otherv^ise have to keep. The method^of 
amalgamatmg the H.O. Ledgers at balancing times follows the lines 
already laid down, the only difference being the domicile of the books 

In the case of mine accounts, the statements sent must show clearly 
the apportionments, as between current revenue and capital expendi¬ 
ture, of the cash and stores disbursed. In the case of stores, the return 
should take the form of a monthly debit and credit Summaiv' showing 
the stores received and issued, and this must be duly balanced and 
supported by detailed lists of the stores issued. 

Plantation returns should give full details of the cash payments 

made and stores issued, and should show w’hich of them relate to the 

crop account for the period, and which to future crops, or to capital 
expenditure. ^ 

The forms on pp. 632-634 illustrate the cash and stores accounts of a 
mine, the book-keeping in connection with which is done in London, 
on the basis of an assumed fixed rate of exchange. Plantation state¬ 
ments are sometimes drawn up on similar lines. 


STORES ISSUED DLTtlNG THE MONTH OF DECEMBER. 19... 


Details. 


Chargeable as 
Capital 
Expenditure. 


Chargeable as 
Rermue 
Expeoditure. 


' t • 

CunencT. . Steriicg. i, Correacy. jj Staling. 


Dec. 


Ropes and pinrood. Shift i. 

Fuses, ropes, pitwood, and eij^osives. 

Shift 1. 

Fuses, ropes, pitwood, and explosives, 

Shift 2. 

Small tools and timber, per list. Shifts i 
and 3; ropes, san^ and pitwood, 

Shift 2. 

Small sundries, Shifts i and 2 
Small sundries for engine-house repairs. 
Small sundries for engine-house repairs. 
Oil and lubricants, engine-room . 
Fodder for ponies. Stable and engine- 
room supplies. . . . . 


15 20 

* 

Sc’oo 


34200 


422 50 

19 20 
560 
2 30 
490 

r 

261 00 


1,04590 

) 

234 90 


121 10 


716 So 
14 20 
10000 
19100 
45|6o 

52050 


Totals,as given in summary formcmth. $2,15300 /115 


$2,90000 


£299 J 0 j 0 

I 1 


Certified as collect, 

A. B., Siorekseper, 
C. D., AceounUiti. 
E. F., Manager. 


(4) TrAKSACTIOXS IX Foreigx Currexcy. 

It is the British custom, where possible, to invoice goods in sterling, 
in order that the risk of profit or loss on exchange may fall upon the 
foreign customer. Competition, however, renders it more and more 









FOREIGN FRAX'.'H ACrOl'XT- 


]; 


necessan' Vj price and iiU'uice iT'mj R in LU'n-n:-r •.'.irr*-:.' y 
necessitv will probablv erow acuic in ih- iniar-.-. •' n.; 
international trade in-rrc-as-^. It i' UH.:..d. in anv - : 

both currencv and sterliny. kc'-nina .'i j-i.d r' Jv- 1): 

V w X * 

and Foreign Sales Ledaers. with ca-uide it:::'.:*.' I'-n tiii' nur: 
each transaction is completed and pai-.l n -r. th- pn -;it -c i- -s ‘ n 
is transferred to a special account. The i‘-he'vd::c e:-: nnni-- v/ili n 

I X 

the method clear:— 


•h f • 


i • • i J 


A of London invoices to B of Xew Ye-rk the i-T 

250 copies Library of Modern Thoucht 
250 copies Great Fdnlosopher Series 


1 4 


• •«j 


Sl-JS r 


evi' ii 


t , f « • ^ 


A used a fixed rate $4-:o Ti fi.r c-n'-a:*:':'.):: i:. iii' 1 
B remitted a sicht draft for the uha.'Unt. whiAi la di- d i 


FOREIGN SALES DAY BOOK. 


L' 

L • • 

X « 


L .rr-v. 




B, Nev.- York. 

2;C- copies LiSrar.- c: Meier 
250 copi?^ Grei: Fkii.izokv 


1 ---Cl 




N r 

Y • 



FOREIGN 

B. 

To 5'.x.dr:e5 

^ ^ • * 

c:-- I-: 

,, Exchange Account 





s 


^ • 


SALES LEDGER 


B. Nz;e York. 


4 • . 


C.-.i- 


$ 


(5) Branch Capital Exi EXLiu-Rr— FLiATLAriN' 


: • v' 


The student wiU understand that no actually n i.hsc-I dun-r 
in e.vchange exist in cunnecti'jn with fereiam capii.T arsets. 
hnance, however, acknowledges the necussitv',.f t:.kinya'! E 
■n^ consideration when includine forL-isrn Brinch n.-ureain 
Jmee Amalgamated Balance Sheet. 

When the parent undertaking i^ enaac.A i;; 

^sets m a foreign c-.untr,- where the currence- iluctu.te^ viC, 
115 often essential to keep the capital expenditure uri - ir tb-- 
30oks and m s^png. and to trai-ier all such exi enditure fn m 
jraneh to the H.O. books at short perkAical inter\v.ls. In this 
he Branch books are relieved of capital assets which, t't a con. 
iDle extent, are protected from exchange fluctuations. The 
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balances then remaining on the Branch books are those representin'^ 

current assets and liabilities, all of which, with the possible exception 

of the Materials t'tock Account, are properly subject to the course of 
the exchange. 

This plan necessitates no \-ery special book-keeping features, \ 

Capital Expenditure Account should be kept in local currency in the 

Branch books, to which all capital expenditure should be debited 

-Memorandum columns can be added to the account for inseninc^ 

against each item either the actual exchange rate, or the sterling 
hgures at the correct rate, or both, ' 

At the end of the fixed interyal, f.g. a month, the total debit shown 
in local currenct in the Capital Expenditure -Account kept in the 
Branch books should be converted, either at the actual rates used for 
Its component items, or at the average of those rates, and transferred 
from that account to the debit of H.O. Account. A detailed statement 
of the total debit should be sent to H.O. for incorporation in its books 
by means of a compensating credit entrt,- in the Branch -Account and 
a debit entix- in the Capital Expenditure -Account. 

All conversions, inc uding the charging back of capital e.xpenditure, 
should be effected at rates as closelv approximate as possible to the 
actual rates experienced, i.e. either at the actual rate or the averaged 
rate for the period. -As provided for above, this wiU involve keepm<^ 
notes of the actual exchange rates experienced. ° 

Local Stores -Account in Sterling.—It is sometimes found useful 
to insert against each item in the Stores and Materials -Account, 
kept in local currency in the Branch ledger, its sterhng equivalent! 
Stores can then be issued on the basis of sterling cost, and'the monthly 
sterling total to be debited to H.O. is thus easily determined. The 
sterling figures are then the governing figures of the Stores -Account, 
although the currency figures are necessarily employed to prepare the 
general Trial Balance of the Branch Ledger.' Each receipt or purchase 
of stores is debited in sterling and in currency, the conversion rate 
being the rate ruling at the time of purchase.' Each issue of stores, 
whether for local ret'enue expenditure or for capital expenditure 
on behalf of the H.O., is credited at its sterling cost, the local currency 
figures inserted being the equivalent of that cost at the rate of exchange 
on the day of issue. The sterling equivalent of stores issued for local 
revenue purposes is of no interest apart from the Stores -Account, 
and such items find their way to the local Profit and Loss -Account 
in currency only, ^^'hen balancing the Stores -Account, the sterling 
balance in the memorandum coluiims should be inserted and extended 
to the currency columns at the rate ruhng on the last dav of the period 
covered by the account. The sterling columns vill thus agree, but 
the currency columns will show a difference on one side or the other, 
which must be wTitten off, in currency only, to the debit or credit of 
H.O. -Account, and is thus eliminated. The H.O. wiU respond to the 
entrs’ in currency only, and since the currency columns of the H.O. 
books are of purely statistical interest, the adjustment of the difference 
is of no conseauence. 
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EXAMIXATIOX QUESTIOX 


Explain 


to 


1. \Miat do you understand by “ exchange " as between countries ' - 

whv the rate of exchange between two countries fluctuates from day to day. 
•C/<a j :-'red A ecou nta nts.; 

2. Describe brieflv how international trade dealings are settled. 

Society Arts.) 

3. H. E. Richardson & Co., of London, desire to remit ^300 Sr. 6d. t( 
Hokoashi & Co., of Kobe, Japan. Describe three diherent methe ds of cfiectinj 
the remittance which are open to Richardson & Co. (Royal Socict': Aits.) 

4. Briefly explain the expression " par of exchange." [Royal Society Aits.'^ 

5. Explain the mutual relations of the rates of discount ruling in any two 
given monetary' centres and the rates of exchange between such centres. 
[Chartered lustitute Secreta? ies.) 

6. In consequence of the war, the rates of cxcliange all over the world lia^■e 
been subject to violent fluctuations. Explain a s\‘stem wherebv the comparison 
of the Annual Trading Account figures may be preserved and the item " Loss in 
Exchange " eliminated. \lticcrpo>aiti Accour.iards.) 

7. ^\*hat is the " mint par of exchange " ? Explain why it varies frtjm the 
actual rate of exchange from time to time. ‘Chayiered Accoin'.tayiisy 

8. The under-mentioned items, amongst others, appeared in 7he Tinirs 
newspaper, m a column headed "Foreign Exchanges"; Paris, 124-124 J: 
Xew York, 4-S7-4-S7Tb, Interpret the meaning of the items quoted. \Ro\al 
Society Arts.) 

9. How would you treat Foreign Branch Accounts in the following cases: 
(T) Wliere jhe rate of exchange is stable; (2) Where the rate of exchange is 
fluctuating? Explain on what basis vou would incorporate the accounts of the 
Foreign Branch in the Head Offlee books, taking France as an example of a 
stable rate and Brazil as an example of a fluctuating one. (Chartered Accciniiants. : 

10. Messrs. Pemet Ducher & Co., Ltd., London, have a branch ofiice in a 
^outh American Repubhc, where the exchange fluctuations are considerable. 
The books of the Branch are kept in local currenev onlv, and, at the close of each 

imancial year, a Trial Balance, Profit and Loss Account and Balance Sheet arc 
sent to the London office. 

X would amalgamate the Branch figures with those 

of tne Head Office. 

At what rates would you convert: (i) the Profit and Loss Account balance ■ 

/r ^^lo^tmg Assets; (3) the Fixed Assets; and (4) Remittances from London 
{iGr.don Chamber Commerce.} vuulu . 

company, owning a mine in India, receives monthlv cash 
statements, m Indian currency, from its local manager. 

How would you pass these returns into the company's books and effect the 
necessart* conversion mto sterling ? 

of the book or books vou would 
imaginart- transactions. {Lor.doC Ch.i„:ber 

12. A firm in London owns a business in Russia, and receives from the local 
manager a monthlv statement of the transactions in Russian cuSv How 
would you give efiect to these transactions m the London books^ Cue 


business in London, had established a branch 
ti sending over Stock and Cash to 


Fronts were made in Xew York as follows: 104S S-bAv loao 

i 9 oo. 54,350-15. As on December 31, 1950 the’Branch^ was '"'Ik ^ ' 

chasers pa.-ing $xo,ooo for the goodwill, an^d’taking over assets ^d iSbilftics' 
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es. They remitted the full amount by draft (the exchange beine 
this had come to hand before the London accounts were closed 


had previously been brought 
ofits five-eighths and three- 


eignms, mane tne necessar}’ JoumaJ entry m the__ ^ 

close the transaction, as far as possible, as on December 31, 19^. 

14. In preparing the Balance Sheet of a Bank ha^^ng foreign branches 
at what rates should the ctOTency figures of the Balance Sheet and Profit and 
Loss Account be converted into sterling in the case: (a) of a Branch in Fiance * 
(b) of a Branch in Brazil? How would you deal with any difierence arisme on 
conversion? (Chartered Accountants.) " ° 


15. You are auditing the accounts of a Liverpool merchant, with branch 
houses in Xew York, Valparaiso, and Lima, and owning freehold premises 
in each of those places, debited in the books of such branches respectively. The 
balance of assets over liabilities at each branch is translated at the rate 
of exchange ruling at the date on which the balance is taken, and treated as 
an asset in the Balance Sheet of the firm. Can 5’ou pass these entries? If 
not, state fully what adjustments would, in your opinion, be nece^aiy. 
(Chartered Accountants.) 


16. At what rates of exchange would yon convert the following classes of 
balances, in the Trial Balance of the Brazilian Branch of a British limited 
company, for incorporation in the London books of the company at the end 
of a financial year? Give a reason for your answer in each case, (a) Fixed 
.\ssets; (6) Floating Assets and Current Liabilities; (c) Profit and Loss balance; 
(d) Remittances. (Chartered Accountants.) 


17. A. Brown & Co., London and Rio de Janeiro. 


250,000 

11,000 

32.032 

160,640 

48,496 

45.000 

49.632 


RIO DE JAXEIRO TRIAL BALAX’CE, DECEMBER 31. 

Dr. Cr 

1 

Freehold Land and Buildings (at Januar}' i) 

Freehold Land and Buildings (additions durin? year) 

Stock of Goods on hand '.December 31) 

Sundry* Debtors ...... 

Sundry* Creditors ...... 

BiUs Receivable ...... 

Investment : Milreis 50,000 State of Amazonas Internal 
5®o Bonds, bought at 90 
Cash at London & Brazilian Bank 
Profit and Loss Account (balance, December 31) . 

Head Office Account (balance, Janucuy" i) 

Remittance Account \£To.ooo remitted to London) 


96,656 


160.000 


60,672 

599.472 


Ms. 756,800 Ms. 756,800 


From the above information prepare the Trial Balance for incorporation 
with that prepared from the London books. 

The Freehold Land and Buildings are to be converted at the rate ruling 
when the assets were purchased (15per milreis), and the additions at the 
average rate ruling for the year (15!^.), The rate ruling at the close of ^e year 
was I5i. The Investment was bought as a permanent investment and is to be 
treated as ha\'ing been bought at a time when the rate ruling was 
i6d. The equivalent of the Head Office Account balance (Ms. 599.472 
as shown by the London books is £37.469 12s. jd. 

i8. Prepare from the following figures a detailed statement, in a con<^ 
form. sho^Wng that the surplus assets abroad would be sufficient to provide 
for the excess liabilities (including Capital) in England;— 
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‘ EDglaod. 

Mexico. 

! Biirmah. 


1 £ 

s. 


% 

1 Dollars. 

Rs. 

a. 

P- 

Cash ..... 

I L075 

2 

10 

j 10,400.75 

L35.990 

M 

6 

Creditors .... 

120,oSo 

10 

10 

; 35,888.54 j 

7,58.900 

I 2 

0 

Debtors .... 

13,822 

10 

4 i 

1 16,952.12 ] 

! 1,97^886 

I 2 

2 

Bills Receivable 

17.128 

10 

6 i 

1 1 
1 1 
1 

1 3.75>ooo 

15 

10 

Bills Payable .... 

’ 60,220 

18 

6 

1 

1 

! 4.350 

M 

2 

Investments .... 

1 

! 14.954 

6 

S 

2,000.00 

I 30,600 

0 

0 

1 

Shipments . . . . i 

1 70,426 

16 

11 

J 

5.541.02 ! 

1,05,989 

10 

0 

Stock . . . . . : 

440 

14 

6 

160,072.25 

6.45.763 

4 

8 

Reserves . . . ■ i 

! 100,000 

0 

0 1 

2,000.00 

1.50,000 

0 

0 

Share Capital. . . . ! 

' 150,000 

0 

0 j 

1 




Profit . . . . j 

3.S57 

13 

10 

J 

— » ■ 



Payments in Advance 

■1-H 

4 

4 

7,420.90 

85.275 

2 

0 

Properties . . . . ' 

220,000 

0 

0 : 

12,000.00 

1,65.000 

0 

0 

Advances to Natives 



4 


3.45.000 

0 

0 


The dollar to be converted at 25. and the rupee at 15. ^d. (16 annas = i rupee, 
12 pies = I anna). (Chartered Accountants.) 

19. The Chemical Supply Company. Ltd., London, has branches at 
Calcutta and Bombay. The nominal Capital of the Company is /ao.ooo, divided 
into 10,000 Ordinary and 10,000 Preference Shares of /i each. 

The accounts of the Indian branches are audited by a firm of chartered 
accountants, who supplied the following Balance Sheet as on June 30, 19...:— 

Liabilities. Assets. 


1 

i 

Calcutta. 

Bomba V. 

1 

1 

Calcutta. ' 

London Office 

Creditors . 

Bad Debts Reserve 
Bombay Branch . 

Profit for the j-ear 

Rupees. 

136,305 

700 

2,550 

1.950 

12,280 

Rupees, i 
67,110 
1,780 
1,400 

8,275 

Stock . . . 1 

Debtors . . . ' 

Fittings and Furniture. ' 
Calcutta Branch . 
Formation E.xpenses . 
Cash in hand and at 

Rupees, j 
104.58c 
40,830 
6,350 


iRs. 153.785 ■ Rs. 78,565 


Bank 


2,025 


Bombay, 

Rupees. 

63.255 

4.300 

950 

1,050 

1.250 

6,860 


Rs. 153.785 ; Rj^. 78,565 


For the purposes of conversion, the rupee may be taken at 15. ad. 

The Head Office Trial Balance on June 30. 19..., was as follows:_ 

Credit Balances: Sales,/7,775; Bad Debts. ^97; Preference Share Capital 

; Sundry Creditors. ^6,635; Commission Earned, /30; Ordinary Share 
Capital, 500: Bills Payable. £1,980. wrainar) bnare 

Debit Balances: Purchases, £6.1^0-, Freight Duty and Export Charges 
’ P Salanes, £2^^ ; Trade Expenses, £60 ; Formation Expends’ 

^940. PosUges, Telegrams, and Telephone, ^56; Calcutta Branch /g 387 
Directors Fees, £2^0 ; Cash in hand and at Bank, /650 ; Profit and Loss Account 

3 °' , Stock, June 30. £40 ; Rent\nd RaSs ^30 ; Stat're^i 

/sf-'^Bilk'^Rl^®’ Charges, £22 ; Furniture and Fitting?^ 

Sundr^Debtors;^^^^^^^ Commission Paid, £127; 

^4^0n June 30 following the London Stock was ;^i5o and the Stock of Stationery 

Cash in transit from Calcutta, /300. 

Commission Earned, and /120 for Bad Debts. 

Calcutta manager IS entitled to a commission on the surplus profits of the 

Preference Share di^fidenL of /lo in 
sj^ct of each i % earned on the Ordinary Share Capital ' * 

and S.“e Ka"!* J"“ S". 


















4 


4 








FOREIGN BRANCH ACCOUNTS 


641 


Current rate of exchange, December 31, i^d, per milreis. Current rat-- of 
exchange, June 30, i^\d, per milrciS. Average rate lor nrst half of \ear, iCo'. 

per milreis. 

Furniture and Fixtures on hand at December 31 '.vere boueat at 13-/. per 
milreis; the additions during the nrst half of year were bought at loi. per nnlrei-S. 

22. From the subjoined Trial Balances, extracted from books kejit respectively 
at the London and Paris oiriccs of ReviLe Cc Co., Lt.h, prepare tiie combined 
Balance Sheet of the undenaking as on December 31. A hxed rate of exciiangc 
of Fes. 25-20 to the £ is emploj.'cd m tiie business. 


Reville &. Co., Ltd. 


LONDON (HEAD OFFICE) TRIAL BALANCE. DLCEMLLR 31. 


rnber 31 


Share Capital 

Stock of Ooods on hand Deco 
Sundr}' Debtors . 

Sundr\' Creditors . 

Freehold Premises 
Furniture, Fittings, and Fixtu 
Bills Receivable . 

Cash at Bank 
Cash in hand 
Paris Branch Account iFcs. 42.'oo a: 25.20 
Profit and Loss Account London , Net Profit 
for vear ....... 


res 




lUA 




3--65 

1 2 

1 . 

1 .U2'.; 


‘j 

’'.050 

1 2 

h 

13^ 

9 

» 

'i J ' 

0 

C) 

43 '^ 

15 

11 

10 

9 

0 


S. • ' • 


'}) 


4.^*0: 


'J 


0 


I '.CO 


1 O 


t' . 

1 ! 


.10,021 


-1 


r'.oor 


PARIS BRANCH TRIAL 


BALANCE, DECEMBER 



5 undr\' Debtors ....... 

Sundry Creditors ....... 

Stock ol Goods on hand i December 31, . 

Furniture, Fittings, and Fixtures . . 

Bills Receivable ...... 

Cash at Bank 

Insurance paid in ad\'ance (nropertion unexoired' 
Cash in hand . . ' . 

London Orfice Ac-count fremittances received’ 

Profit and Loss Account balance, being Net Profit for 
the vear ... 


Ijr. 

Frar.c?. 

-lo.iwo.oj 

12,500.00 
2.'■••■•^*.00 
1,500.00 

LT'o-. 5 o 
0^,00 
1.926.00 


Cp. 

Fr^r.Cs. 

2>.\CC0.^-o 


g: Aco.co 
-1-121.55 






whose rejistered office is in London liave a Rnnrh 
of their business m Paris. Both the London and Paris iw.-b. bbbob 
own Balance Sheets, and the foil -win- h-urcs repre.v.-nt ‘the IvbnV 

bcountb'° December 31. You'are requested to'combinkthe‘uvo 

fixed rate of exchange of 25-1 e is -used in the business. 
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LONDON BALANCE SHEET. DECEMBER 31, 19... 


Share Capital . . . 23,000 

-leditors .... 300 

Bank .... 3.000 

Paris Branch Account . 12.500 

Profit and Loss Account . 2,403 

Premises . 

Debtors 

Furniture . 

Bills 

Cash in hand 

Stock on hand . 

j. 

10,000 

S.495 

125 

1,430 

327 

• 25.11S 

* 45 - 4‘^5 


i 45.495 

PARIS BALANCE SHEET. 


Francs. 

-xeditors . , . 32 s. 300.00 

Profit and Loss Account 3.^76.00 

Debtors 

Furniture, etc. 

Cash in hand 

London Office Account . 
Stock .... 

Francs. 

8,500.50 

1,500.00 

125-25 

314,000.00 

5.250.25 

T'-'s- 320.376.00 

Fes. 

329.376-00 


!hiccrpoaicd Accouniants.) 

24. A firm 01 London merchants received a Trial Balance from their Branch 
abroad—v.-here the exchange is liable to considerable fiuctuations—and 
ncorporated the items m the London books at the rate of exchange 
'uling as on the date of the Tnal Balance (December 31). The Trial 
Balance contained the following items: Premises, Plant, Sundry Creditors, 
Sundrv Debtors. Stock. Cash in hand, London Ofhee Account, and Profit and 
Loss Account. 

Do YOU approve of the abc\-e proceeding? If not, how would vou deal 
with the Branch Trial Balance in the London Books? {Royal Society Arts.) 







Chapter XV 

STORE-KEEPING AND COST ACCOUNTS 


I. Stoke-keepixg. 


Stores Records Essential.—Before discussing cost accounts, attention 
must be devoted to store-keeping records, since stores records should 
be kept, whether a proper costing system exists or not. The word 
“ Stores ” in this connection means the raw materials or other articles 
used in manufacturing goods or for carrying on a business; whereas 
" Stock ” connotes finished goods held primarily for sale. These terms 
are frequently confused. Raw material is, of course, a relative term, 
for what is a finished article in one factors' mav be raw material in 
another. .Although many businesses sell raw materials as well as 
finished articles, such raw materials are dealt with as stores, appropriate 
entries being made in the accounts for issues to the merchanting depart¬ 
ment. In ever}' business it is essential to maintain a proper check 
upon those numerous items passing in and out of stock included under 
the vague title " General Stores." In a manufacturing business such 
records are vital to accurate pricing and invoicing of goods sold or work 
done, and slackness or inefficiency in keeping stores, and the records 
of their receipt and issue, will vitiate the results of any costing system. 


•■in Emcient Store-keepmg System.—The diversity of raw materials 

employed in different businesses makes it impossible to lav down hard- 

and-fast store-keeping rules or to submit stereott'ped rulings capable of 

universal adoption. The system and rulings employed must be adapted 

to each particular business. Any attempt to make the business fit 

into a standard system is foredoomed to failure. All that can be 

attempted here is to outline the main principles applicable to store¬ 
keeping systems. 

Ample floor space is a first essential to orderlv and efficient store¬ 
keeping. Lack of proper control in the stores department is a certain 
source of trouble. Further, the store-keeper must be trustworthy and 
capableand the system must work correlativelv with the financial 
and costing records of the business, and must furnish an efficient check 
upon all goods entering and leaving store. Reliable store records will 
eliminate waste and extravagance, permit accurate estimatim- and 
prevent loss of interest on capital locked up in obsolete stock. In t'iew 
of the reluctance of most manual workers to undertake clerical duties 
the books should be as few and as simple as possible and the clcricai 
work be reduced to a minimum. In that way, reliable results will be 
obtained more easily, since the store-keeper’s time is usuallv and more 
properly occupied in the manual work of handling the goods in his 
charge. The actual stores ledgers should not be written up bv the 
store-keeper, but by a member of the counting-house staff. 

'7^" entering the works.^all bales or bundles of 
go^b should be checked against the copy of the order and the delix erx- 

note as regards number and weight by the gate-keeper, and entered 
in a Goods Inwards Book. This book should be reiruharlv 
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^.ith the Store-keeper's Reports, the Deliven- Notes, and the Invoices 
bv a ntember of the counting-house staff. The store-keeper should 
vhcck the contents ot the packages for qualitv and quantity and ^^end 
the delu’en’ note, duly initialled, u*ith his report to the countine-house 
^yhere it should be checked with the original order and the'invoice' 
Any goods below sample or specihcation or otherwise defective 'should 
he held on one side pending instructions from the counting-house or 
works manager. If they are to be returned, an authorisation shWd 

by sent to the store-keeper and a duplicate to the ^ate-keeper so that 
the latter can pass them out. 

Bin Cards.—Goods received should be entered in the Stores Pur- 
:hases Book as mentioned later. The materials in stock should be 
recorded on separate cards attached to each bin, sack, shelf, or locker, 
tnd the store-keeper will note on these cards paniculars of all goods 
.ecei^co into o.. ^^lthd^a'Aa irom ^tock. Where stTnbols are u^ed to 
distinguish goods, these will also be recorded. Simple forms of Bin 
Tards are illustrated below. 


BIX OR LOCKER C.\RD. 


so. of Bin . 

s’ature of Goo; 




t\T!ere kept. 

Limit : Maximum 
Minimum 



SfcS R:-:-:; 








• * 1 * . * 


1 • 




Bin N’t) 


]. u. 


4 1 


Give:; cut cn Rec.-iisruvra. 

Balance on 
HAcd. 

n,..:. p.,,-v- Q-?-r.:itv 

l%v , cu .CT, ^ 

crV.e:^i-t- 

Quad city 
cr ^^'eizht. 


I LOCKER C.-VRD. 


• •••••« «••••»«•• t .A ^ 1^1 £■ ^ X • 


Description. 


Taken Ou: Since. 

L. Size. No. T. 

C. Q. L. 


\ • 


i.: ?.. 




« .V f ' • . 

*, • < • % I *• *. V • 


'j: i prior to stock-taking, 

ik !: :'.;i l-'-r -o. v k-tnkinu s in cases \vhere a count can 

* On the a\.:ual dav of stock-taking, individual 




t 


• * > > 


a:-.- made i.ere and there, and t'ae cards are collected and dealt 
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In cases where quantities of special goods are purchased for specific 
jobs or contracts, against which they are earmarked, it is advisable to 
add a note to that effect in red or to enter them in an additional column 


provided for that purpose, so that the balance available for general 
issue may be clearly seen. Alternatively, special Bin Cards (with or 
without special Bins) may be pro\'ided. Neglect of these precautions 
mav involve the business in considerable inconvenience, or even in 


direct loss, e.g. where lack of sufficient material causes a definite stop¬ 
page of progress, or delays it sufficiently to bring into operation a 
penalty clause in the contract. 

As a general rule, the values of goods in store should not be shown 
on these cards, nor should they appear in any records kept bv the store¬ 
keeper. The cards are totalled periodically, and checked and agreed 
by an independent clerk with the balances shown in the Stores Ledger. 
The total of the balances appearing on the Bin Cards should agree with 
the relevant balances in the Stores Ledger, and so should greatly 
facihtate stock-taking. Any discrepancies disclosed must be enquired 
into at once. Such enquiries are often tedious, but to delay investiga¬ 
tion is fatal. A note should be made at these periodical in'.entnries 
of any stocks which have not been operated upon for some time or 
which are deteriorating in value by storage. serious waste of working 
capital occurs if it is allowed to remain locked up in obsolete stocks, and 
steps should be t^en to realise the stocks at the best price obtainable. 
The maximum stock allowed for stores should, in respect of little- 
used stores, be reduced to more appropriate quantities, and the " mini¬ 
mum ” stock for such stores may also be capable of reduction. 


^ 1 ^ 4 When the stock of anv particular 

matenal is running low [i.e. nearing the fi.xed “ minimum ") the stop- 

keeper must send a formal requisition—a Store-keeper's RequiMtion 

borm—to the ordenng and buying department specifying the materials 

required. Frequently these requisitions have to be passed bv the work.-^ 

manager before they go to the buying department. W'heiTthe buviri" 

department has ordered the requisitioned goods, an advice note will be 

sent to the store-keeper informing him what goods he is to exp.-ct 

1 he usual procedure is to make out all orders in triplicate books.' One 

cop\ goes out 33 the actual order; a second goes to the store-keep'-r - 

a check upon the incoming goods, and the third remains on record u. 

the order book for reference in case of need. In no circumstance 

shoffid the store-keeper be allowed to order goods direct. Particu’ irs 

of the^e reqmsitions should be recorded by the store-keeper in a Stur-s 

lor alternate days. lu some cases loose daily Goods Received 1 
are preferred for convenience in circulation. ' 

^vise to hand the invoices for goods to the storc-keener 

be checked m the counting-house against the goods receiAed r^coVdTin 
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the Stores Purchases Book, and deficiencies should be reported at onC'' 
to the suppliers of the goods. 

In some instances the store-keeper will receive goods that lie ha^ not 
requisitioned, the buving department having directly ordered goods for 
particular jobs or contracts. These goods will be recorded by the 
store-keeper in the Store Purchases Book, and their arrival be notilied 
to the buying depanment. 

Where partially or completely manufactured goods are recei^'ed into 
store from the works, they mav conveniently be recorded in a special 
Stores Received Book ruled similarlv to the Stores Purchases Book. 

Issue of Goods from Store.—It must be a rieidlv enforced rule 
that no goods shall be allowed to leave the store except against a properlv 
completed Requisition Form, in the same wav that no goods should 
be allowed to leave the works except against a properly authenticated 
Pass-Out Form. Each foreman should be supplied with a carbon 
copy book of requisition forms in duplicate or triplicate, one copv 
being retained in the book, one going to the store, and (where considered 
ad^-isablel one being sent direct to the counting-house. Similar books 
should be issued for credit slips. These recjuisition forms recjuire 
careful scrutiny, as the accuracy of the e\cntual charging up of the 
job or contract depends upon the care with which the particulars are 
recorded. The requisitions must be signed by the foreman requiring 
the goods, and must state the date, the quantit\' required, and the order 
number of the job or contract for which the stores are to be used. If 
the stores are taken by a messenger, he should sign or indorse the 
requisition form. Adequate control must be exercised to prevent 
continual ordering of small quantities with the attendant expense of 
increased recording and evaste of time on small issues, on the one hand, 
and oe er-ordering with increased risk of carelessness and spoilage on 
the other hand. At the close of each day or shift, the re(]uisition forms 
should be handed to the costing clerks. 

At times there is bound to be a quantitv of stores remaining o'cer 
from a job or contract. Particulars of such surpluses should be 
entered by the foreman on a Credit Slip or .Mat^-rials Retum Note and 
the stores returned to the store-keeper, who must treat them as an 
entirely fresh receipt of stores. In some cas.s it may not be conveiiient 
to return these overs to store. Where, for example, a builder is 
erectmg houses on a distant sue. it would be futile to return the bricks, 
cement, sand, etc., left o\'cr from one house, and then to reissue the 
matenal from store, possibly, to another house in course of erection on 
a contiguous site. To meet such cases a Transfer Slip, or Materials 
iranster bhp, similar to the requisition and credit slips, must be made 
oul by the toreman transferring the stores and be signed bv him Iw 
the receivmg foreman, and by the site superintendent, and sent to'th 
countmg-house, a copy being retained as before. Superxision over 
transfers of this kmd is essential, othennse certain jobs will gain at the 
expen^ of others, and both costs and future estimates will be vitiated 
I he^ trusters do not concern the store-keeper, but are handed to the 
costmg clerks for transfer from one job or contract to the other. 


e 
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Consumable stores or materials issued for general use {e.g. oil, waste, 
grease, repair stores, etc.) should be recorded as issued to the depart¬ 
ment concerned, and, if needed for machine repairs, the shop number 
of the machine should be entered, so that the proper manufacturin'^ 
charge may e\-entuaily be formulated. Requisition forms for stores 
for general use are frequently printed on coloured paper. 

All goods issued should be recorded in the Stores Issued Book, from 
which postings to the Stores Ledger are effected. It may be con- 
%-enient to duplicate this book under various headings to avoid subse¬ 
quent analysis: and, where the work is heaty, separate books for 
alternate days or weeks will help to keep the work up to date. Materials 
purchased for special contracts or jobs may, if desired, be recorded in a 
separate book. 


The Stores Ledger.—This ledger records the whole movement of 
stores both inwards and outwards, and the balances e.xtracted from it 
at any time should represent the actual quantities and values of the 
stores in hand. This ledger should be kept in the counting-house by 
a special clerk (or clerks), whose duty it will be to analyse the invoices, 
requisitions, credit shps, transfer slips, etc., and to post the Stores 
Ledger. Briefly put, the accounts in the Stores Ledger are written up 
as follows; All goods going into store are debited from the Goods 
Inward Book (Stores Received Book), the credit slips, and transfer 
slips. All goods going out of store are credited in accordance with the 
details shown on the Requisition Forms. The above debits and credits 
will supply quantities or Heights only. The values will be obtained from 
the in\-oices or from the cost prices adjusted by the Costing Department, 
as explained later. The balances shown on the Stores Ledger should 
agree with and ahord a check upon those on the Bin Cards and also a 
check upon the fiKuncia! values. A separate ledger opening must be 
pro\ided for e.ich item of sufficient importance to warrant a separate 
account. Small items, when numerous, must be grouped with those 
nf a like kind. note of the location of the bin or locker, and the 
maximum and minimum amounts of stock (in quantities) which are to 
bo carried, should appear at the head of each account. MTien the 
minimum is reached, immediate notice must be given to the ordering 

department. 

A " total account " should be built up for the Stores Ledger, or if 
there are several ledgers, for each ledger. When the individual invoices 
arc debited to the appropriate class of store, they should be summarised 
and credited in total to the Total Account. The requisitions (less credit 
dips) should be debited m total to this account, so that the double 
(.■ntr\- may be completed at each stage and the balance of stores in 
hand sccn'at anv time. Care must be exercised in compiling the figures, 
which, when aamratelv kept, are of great assistance to the ordermg 
d.. partm<.-nt, and at stock-taking, and at an internal check upon stores. 
I'lic emplovment of the card or loose-leaf system greatly facilitates the 
(oanpilation and the arrangement of store records, and is gaining m 

A \ erv important question that remains for discussion is the pnee or 
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value to be placed upon stores for costing purp'jses. Differences o! 
opinion exist upon this question, but the methods explained below will 
be found practical and in general use. 

Methods of Arriving at Values for Stores Ledger Entries.— The 

values to be debited to each class of goods m store should, in the case 
of bought goods, be the invoice price less trade discount. In the 
case of goods panially or wholly manufactured in the works, cost price 
may be adopted, although, as will be discussed later, a comparative 
wholesale price, or other “ loaded ” value, is sometimes used. Pricim^ 
out issues of goods is rather more complicated. Eor co.>ting records'^ 
all inward cha,rge5 (e.g. carriage, freiglit, cartage, duty, etc.!, must be¬ 
taken as forming part of the cost of the goods for i^sue purfjoscs, and 
this addition to invoice cost will operate to throw the ledsers out of 
balance, unless such in'.^ard charges are debited to tlie rcLitive stores 
accounts or are subsequently adjusted. It is therefore advisable that 
this adjustment should be made where the stores ledgers are used in 
corijunction vith a costing system, other.vise it is not S'l important 
and the goods can be issued at the net invoice cost. If the prices of 
mateii^ do not vary throughout the period under review there is 
little difficulty m arriving at an accurate price per unit of issue, and in 
such cases the original cost price would be adh-.-red to. In practice 
ho\\ever, it is usual for market prices to fluctuate from time to time 
^d It Is necessan,-, therefore, to adjust the issue prices accorditmlv 
In some cases monthly averages are taken as the basis for the ensuing 
month. here issues are made m bulk, it is possible to use the ori-inal 
cost pnee of the oldest stock on hand, on the basis that the goods which 

first—this tends to prevent the accumulation 
of obsolete stocks. Advocates of “ real costs ” contend that this is 
the onl_\ sound method. If an issue comprises goods bought at different 

aimed at This method is more conservative—when an estimate has 

tSer v-I I" "■''™ ' h' 

even it the price of raw materials rises 

before the contract is executed, the business has covered the nece-an,- 
.upplv at a price which will ensure a proflt. This elinmiates'the 
gamolmg element when buving matenals. The pr'oiVr pric n. ^ 
goods IS of course, the work of the Costing Department whme a A- v 

pSf particulars of past aiid currotn 

at an> other figure than actual cost, either a profit or a lo^s will be 
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\\ hen pricing out the issue of goods in comparativelv small quanti¬ 
ties, or goods which are not easily identiried, the average-price methixi 
may be adopted. It must be pointed out. however, that this method 
involves more clerical labour, and is more liable to error, since even- 
change in price involves a change in the average. This method is not 
suitable for the issue of the finished parts of goods, since they should 
be issued in the order in which thev are made, and it is undesirable to 
introduce further variables into their cost. 

Conser^-ative manufacturers sometimes go to the extreme of issuing 
goods at the original p-urchase price of the highest priced stock; but 
this is not adtisable, as it will generally mean either that estimate's are 
too high to secure contracts or that complicated adjustments must be 
made in framing the estimates. 

It must be emphasised that goods purchased for specific contracts 
or jobs should invariably be priced out at the actual cost price, irre¬ 
spective of the prices used at the time for issuing similar goods to 
Drdinar\- contracts, since the estimate was based on the cost of the 
specific goods in question. 

Stock-taking.—Theoretically, if the store records are accurate, 
stock-taking could be dispensed with. The aggregate balances of the 
Bin Cards, after agreement with the balanceTof the Stores Ledger, 
should furnish the total stock in hand at any date. If a pepetuai 
sheck is kept on the stock, as showm by the balances on the Bin Cards 
md Stores Ledger, it is possible that the total stock shown as being 
n hand may be more accurate than the figure arrived at by the usual 
stock-taking methods, especially if these methods are elastic, as they 
sometimes are ! In practice, however, discrepancies will be discloseil 
DV the Bin Cards due to deterioration of stores, waste in measuring, 
errors in recording, and the like. It is wiser, therefore, to make exten¬ 
sive tests of the actual contents of the bins or lockers before accepting 
;he card records as correct. 


II. Cost .Accounts. 

There is no necessity in these davs to emphasise the importance of 
:ost accounts, either from the manufacturer’s or the examinee's point 
Df ^iew. Present competitive conditions make it imperative that 
iccurate and reliable accounts should be available showing not only 
the financial results of each trading period for a business as a whole, 
but also the extent to which each unit—be it article, job, contract, 
iepanment, process, or seiaice—that contributes to make up the 
iggregate turnover of the business is separately responsible for those 
results. Manufacturing businesses, in particular, have now, with few 
exceptions, devised costing systems that enable the management to 
determine with substantial accuracy the cost of everx' article manu¬ 
factured, and, indeed, of every separate process incidental to their 
manufacture. The changed conditions and the disturbing price 
fluctuations that have hampered post-war manufacture have rendered 
pre-war costings useless for present-day purposes, and at the same time 
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have made it both more difficult and more imperative to ascertain what 
the current costs of manufacture actnallv arc. 

to 

It cannot be over-emphasised, however, that cost accountin- is 
essentially the same in principle as ordinarv accounting, exci-pt that it 
aims at “ accounting for units.” For that reason it is seldom praetie- 
able to incorporate the cost accounts in the general svstern of doul>l.- 
entr}-book-keeping, since to attempt to do so would necessarilv inwd'. e 
the disappearance of many of the nominal account ttUals which are 
required for the preparation of the hnancial accounts at the end of the 
trading period. It is necessary-, therefore, to instal a separate system 
of double-entr\- accounts working side bv side and capable of a[/pro.\i- 
mate reconciliation with the financial books proper. Absolute exacti¬ 
tude is scarceh' possible in the majoritv of cases, since the time and 
trouble necessart' to allocate the multitude of .small expenses incurred 

in any manufacture would defeat the desired object, as will l)c s.-en 
later. 

Definition.— By cost accounting is meant a specialised af^plicati-m 

of the general principles of accounting in order to ascertain the cost of 

producing and marketing anv unit of manufacture*, or of carrvius' out 

any particular job or contract. By " cost ” is meant all cxpendhlire 

that can properly be allocated to the production of the unit, or to the 
job or contract undertaken. 

Principles of Costing.-In the space available in a general text¬ 
book It IS possible only to outline generallv the main principles involved 
m the ascertainment of costs. But, because these principles are general 
once they have been learned, thev can be applied to anv burine><’ 
provided that due allowance is made for technical variations. More¬ 
over, m many cases it is found in practice that no two busine-es ew n 
m the same trade, wiU require exactly the same svstern. Some diff- r- 
ences m application are always necessarx*, because the precise line, of 

toTh° the busine..s 

to th. S\stem Again, from the examinee’s point of view nothim^ 

but a knowledge of general principles can in fairness be expected o] 

Costing.— An intelligentlv planned costing svstern 
affords the following advantages •— ' 

(i) It shows the actual cost of production of each unit of minn- 
enahl^^’ running each department of the business thus 

^ of which will be of the greatest assistance'l l bud?? 

P»lisv. or i„cre.,sing production. 

enables the cost tor similar jobs or repeat orders to b^ a H ^ 
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facture ; and shows the variations in cost resulting from the employ¬ 
ment of different kinds of material or classes of labour. 

(4) It reveals the effect upon production of an increase in waives, 
or a reduction of working hours. 

(5) It discloses weak points in the factor}- system, e.g. inefficient 
or extravagant processes, unremunerative branches, departments, or 
manufactured anicles. Businesses have been ruined by large 'in¬ 
creases in turnover in one particular depanment or product, pre- 
\iously sold in relatively small quantities, but alwavs at a loss that 
is hidden from view by high profits made in other departments, or 
on the other lines of eoods. 

iO) It affords a check on the use of material, stores, and labour; 
exposes waste of time and effort; prevents losses of material bv 
theft, deterioration, etc.: shows up inefficient workmanship and 
incapable management; and suggests directions in which economy 
can be effected, and the plant and machineiy- be used to the utmost 
advantage. 

:,7) It shows the cost and value of work in progress. 

I S') It provides valuable data for fixing methods of remunerating 
labour and for reflating buving ; and finally 

>q] Shows the return to the business for a given expenditure, the 
cost per unit to be added for new capital expenditure, and afiords 
workable estimates of the probable effect of the introduction of new 
machiner\- and the hke. 


Systems of Cost Accounting. —The student who desires to specialise 
in the subject has a vide range of text-books at his command, most of 
them dealing with one or other of the systems in use as applied to a 
panicular trade. The general student cannot, of course, be expected 
to be familiar vith the requirements of particular trades, but he must 
be conversant vith fundamental principles. Below are set out the 
usual " types ” into which costing systems are grouped, but it must 
be noted that in any one business, several or all of the U-pes may be 
used in different departments or processes, e.g. it may be possible and 
necessar\- to allocate all expenses in the first place to departments, 
and then in each department to employ another ttpe or t\-pes, according 
to the stage of manufacture. The multitude of systems advocated 
is apt t'-i confuse the student, and he is advised to confine himself in 
the first instance to general principles such as are here enunciated. 

Tcr>n:nAl. Job. or^Conirac! Cost:>:g .—This system is applicable where 
definite contracts are entered into ■e.g. Engineering, Budding, Contract¬ 
ing. etc.), each contract being costed to its conclusion by the careful 
analysis of every expense of material and labour, and the attachment 
of a proper proportion of the shop or works Oncost expenses. The cost 
is then comparable vnth the price received. If absolute accuracy 
were attainable, the aggregate for the whole of the accounts should 
agree with the Profit and'Loss Account, but in practice there trill 
alwat's be a margin of error, from causes which will be mentioned later 

SirgU, or Output Costing .—This system is apphcable where there is 
a natural or standard unit o'f output. The cost is arrived at by dividing 
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the total cost for a period, or batch, etc., bv the niiinbcrof unit.> ]>rn- 
duced. The system is suitable for Collieries, Mines. Jirewcri* ", Ou.irrii -, 
etc., the unit bein,? per ton, per barrel, etc. 

Process Costing .—This is applied to undertakines where iii,a> ri;iN 
are converted by passing through se\-cral stages nf ni.iiiufaeture, ii'iialh' 
giving more or less valuable by-products at vari(ais st.agcs, f.e. ' hemic ,il 
Industries, Tanneries, Gas Works, etc. 

Operating or Workinfi Cosh'ng.—This system is applied where tie 
product is a sen-ice rather than a manufactured article, and the ordinary 
)ooks of account contain, in themselves, the data neces-arv fc^r eo'.tine 
the unit concerned. Railways, Tramways, cte., are examples in point, 
the unit being per passenger or per car mile. The s\ ste-m .■eoni' tim. s 
employed in the case of Gas and lilectric Works, when- the subse(|uent 
processing of by-products is not done in the works. 

Multiple Costing.—Phis method is applie.alrle " wher.- a iiumto r (T 
products are involved bearing little or no relation to one an'Ulier in 
cost or selling price, and in which the manufacture is org.inised to ,a 
high degree of specialisation in parts.” It is adaptable to the manu¬ 
facture of Cycles, Boots, Small Tools, l-'urniture, llo-ier’,', To'.-^. .-te., 
the parts of \shich are standardised to a high degree, m\'(d\-in ' rou't.mt 
and regular processes and repetiti<m work. Each jenev^s or^oi.c rmion 

must be costed separately so as to arrive at the total r „st for a gi-.-en 
number of articles. 

Departmental Costing.—This type has been left till last, sinn-, m 

the majority of instances, as mentioned above, it is mercK- ,a pn lirnmart' 

allocation, from which the output of each department is ci.sted h\- snnie 

other type. WTiere it is difficult or impossible to obtain units suitabl.. 

for calculation fe.g. m Retail Stores), the department mav be treated 

as a whole, and periodical comparisons can be mad- ivith prior i.eriods 
and with similar departments. ^ 

It must be realised that to a great extent the above divisions are 
arbitral^-, since the system must be fitted to th<- work.s or business. 

a System.— The first step towards the inaugui.itir)n of a 
s^cessful costing system (after having induced the manuf.aeiurer to 
dfJ^i organisation of his works so as to afford the neressarv 

the technical staff.^aVd^'L'mdiarS T proef-f’^^fni'''''' 

Costing Terms Defined. 

{a) Prime Cost {Flat Cosf).-This is made up of the mamri ds 

partTularle^S"'" 

ppSa^rt'^eviubir'iis TTn^'"' if"'' 

For example, the wages of s.ore-kcepors, timekeepers, defies, su;«: 
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\-ision expenses, and the like have no direct relation to anv particular 
job or process, and do not rise and fall uniformly with the output. 
Expenditure of this nature must, however, be allocated, as it necessarily 
enters into all estimates and costing results. Oncost, therefore, repre¬ 
sents the proportion which each unit, job, contract, or particular 
sendee must bear of the indirect, overhead, fixed, or establishment 
charges that cannot be directly allocated to any definite item of pro¬ 
duction—in short, all the expenses of a business other than direct 
labour, materials, and expenses. These expenses are trequentlv 
ditdded into ‘‘ Works Oncost ” and “ Office Oncost.” The former 
comprises all overhead expenses up to the point when the unit leaves 
the factoixy the latter comprises aU subsequent expenses. Office 
Oncost, again, is sometimes divided as between selling and distributing. 
Broadly stated, the direct element of cost = Prime Cost, and the indirect 
element = Oncost. 

(O Total [Gross Production) Cost. —This is made up of Prime Cost-^ 
Oncost. Selling Price consists of Total Cost — Profit. Job Costing 
is simply a method of charging costs against indhddual jobs, i.e. direct 
labour and materials vdth an added percentage for Oncost. Few 
businesses are suitable for this system. 

(a’) Direct Labour. —Labour directly expended in producing a 
unit is termed Direct Labour] labour expended upon sendees general 
to the whole facton' is termed Indirect Labour. The same subdirdsions 
are frequently applied to materials and expenses. 

(V'l Lalour Hours, —The aesres^ate number of hours worked bv the 
whole labour staff. 

Elements of Costs.—Broadly speaking, the costing system of any 
business is in reality an analysis of the Manufacturing or Trading and 
Prodt and Loss Accounts. The debits appearing in these accounts 
resolve themselves into: lul Items which are directly related to and 
chargeable against the anicles manufactured; i.e. direct wages, materials, 
and expenses'); (^-i expenses that cannot be directly charged against 
the articles manufactured {i.e. indirect wages and expenses). 

The student should realise that, at the best, cost accounts can only 
closely approximate to accuracy. They must of necessity include an 
element of estimate, and to the extent that they do they are less exact 
than the financial accounts. 

So far as is practicable, all expense items are charged direct to the 
unit selected lor costing purposes. It would be possible, with the 
e.xpenditure of sufficient time and care in analysis, to allocate directly 
the majority of expenses, but the time and expense necessary for such 
meticuhr'us analysis would rob the result of its value and far from 
justify the small margin of increased accuracy attained thereby. It 
is therefore better to speak of expenses as being '* conveniently attach- 

.\ typical costing system will deal with:— 

G) Labour directly and conveniently attachable to the unit, 
i b) Materials directly and conveniently attachable to the umt. 
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(c) Expenses and disbursements directly and ronvenicntlv attach¬ 
able to the unit (t’.y. travelling expon^^es of workmen engaged on a 
distant contract: plant bought for use on a s|a-citic job, etc.). 

The above fu), (b). and fc) make uj) the Prime Cost of the- unit. 

(d) Expenses which cannot be directly and coiu’enientlv attai h'd, 
i.e. NA'orks and Office Oncosts. 

Works Oncost is made up of indirect wage.' paid to crarii inen, bo\ s, 
store-keepers, yardmen, and other general labourers; rent of works; 
depreciation of machinen,-; expense of .general stores (oil, waste, 
repairs, etc., and other factor}- exjicnses). This Woiks Oncost must 
be apportioned equitably (sver the units prielueed. J'rinie (ost plus 
Works Oncost is termed W(/rks Cost, and if to this Works ( o.-t we 
add a due percentage of the total office and adiiiinistr.ai'.e expeiisi s 
(= Office Oncost) we then arrive at the Cost of iToduction. ( ost of 
Production plus selling and delivery charg* s gives the total f ost of 
Output available for sale. Some authorities apjilv the terms ‘‘ Cost 
of Production ” or “ Net Cost ” as bein.g synonvmous with what is here 
termed "Works Cost,” and use the tenn “Gross Cost ” to signifv 
" Works Cost ” plus " Office Oncost.” 

Prime Cost wall, of course, var\' with the output, but Oncost is 
composed largely of charges that remain more or less fixed. The 
components of cost must now be dealt with in detail. 

Labour.— The correct booking of time is a first essential of accurate 

costing. Wages may be paid on the time svstem (hourlv, dailv weeklv) 

or on the piece-work svstem, or the bonus system. IiKlirec i'labour is 

paid for aJmost in\;iriably on a time biisis. PiC‘Cc-\\’urk is 

employed for direct labour. It may be ” ordinarv ” (i.t-. so imich ix r 

unit completed), or contract, t.e. a fi.xed price for a gi\'en job or 

quantity paid to a contracting foreman who acts for the iru n under 

him \Miere the time svstem is in operation, each workman will be 

booked into and out of the works bv a time-keeper or hv one of the 

mechanical clocking-in machines (c.g. the Gledhill Time Recorder.) 

now extensively used. The principle of these machines is that the 

workman inserts his numbered key. or card, in a clock, which n cords 

the time on a sheet or on the card, as the case mav be. The older 

system of entermg up each man's time in a time book is unreliable 
cumbersome, and time-wasting. neiiaoie, 

entering and lea\-in,g the works will be 
recorded on the cards, altyjugh it is practicable and advisable in <:ome 
c^es to ha\e additional clocks for each department, and for each large 

the wo5S ff ^ill be f through 

for each man or by each worker individually, to record the time snent 
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The time sheets must be priced out at the worker’s effective rate, 

and then analysed over the respective jobs, on a Labour Abstract 

^Abstract of irujcs). So far as possible the wages wiU be attached to 

specific jobs, but there wiH be a cenain proportion which cannot 

conveniently be so attached. This must be extended into the indirect 

wages column to be dealt with through the Oncost. Even where the 

piece-work system is in operation, it will still be necessan- to keep time 

sheets for inside workers, as time enters directlv into the cost. If one 

man takes twice as long to do a certain piece of work as his neighbour, 

a greater proponion of Oncost wiU be attachable, since the majority 

of the overhead charges are irrespective of output. A system which 

is growing in favour is to provide the men with a job ticket ” for each 

particular job. These tickets are coUected daily, and a wages abstract 

is oroduced from them. 

% 

B'kus or Preyr.-.-im Systems are also erowin? in favour, but detailed 
explanations of these somewhat compheated systems cannot be entered 
into here. The principle of these systems is that a certain standard 
time is fixed for an operation, for which the worker is paid at the 
usuad agreed rate. If the worker completes the work in less than the 
standard time, he is paid a percentage of the saxing effected, or a 
premium equal to the percentage of time saved. These systems are 
more iullx' dealt with in Accounting, by the present author. In some 
instances a standard output for the works is fi.xed: if this output is 
exceeded, a colUcticc bonus is paid to aU the workers. In others a 
H:z': irrgs Rat; is adopted and no bonus is paid, but the output 
must be maintained. Specimens of time sheets. etc.,xHU be found in 
the author's Acc-^unting. Wages paid under piece-work and bonus 
svstems are summarised in the same manner as time wages. 

The total of the Labour Abstract should be agreed with the pay¬ 
roll for the week, after which the postings may be made. Debits \rUl 
be put through to the indixrdual job accounts, to standing orders, etc., 
and to Indirect ages .\ccount, the credits being to Total Accounts 
a p p r I p ri a t e 1 y n a m e i. 

Materials.—It has already been pointed out that discrepancies will 
probably arise in accounting for materials, but they should be within 
narr'''W and ascertainable limits. The system of receipt and issue of 
’■• 'od- recommended above gives all the uecessarx' data for the costi.ng 
records.^ The requisitions,"credit slips, and transfer slips must be 
cr.alvsed out over "jobs, as in the case of wages, on a Materials Abstract, 
-’-d the pr-tmg' entered up in a similar manner to that adxdsed above 
I. .r wages, inrluding the Total Accounts. Materials bought for specific 
i -..bs should invariablv pass through stores in the usual way. 
inaterials m itenals which cannot be conveniently allocated to ^y 
specific job, such as oil, waste, etc.) m.ust be dealt xrith in a similar 

ir.:inner to indirt-ct wages. 

-In the case of Single Costs, the aniount of Oncost attach- 
cible to each unit is readily arrived at by dixdding the totM mdirect 

,-.1 the period over the number of units produced, e.g. per 
’ - rr. 1 Cf beer per toii of coal, etc. In other cases. Oncost is more 


Indirect 


Oncost. 
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difficult to distribute, and must to an extent be approximately esti¬ 
mated. The following is an outline of the more usual methods 
adopted:— 

Percentage Method .—This can be employed where there is little 
variation in the rate of wages paid, and the machines used are of 
uniform cost and construction; and also in cases where the work does 
not vBxy, or varies only within narrow limits. The percentage may be 
calculated: {a) On w'ages in general, or at different rates for depart¬ 
ments or classes of operation; ( 6 ) on materials; (c) on Prime Cost; 
or (f/) on some differential basis combining two or more of the above 
methods according to the facts of the particular case, and the most 
constant factor in production. It will be clear that each case must be 
treated on its merits w’hen we consider that two w’orkmen A and B 
may be working side bv side, each doing equally skilled work' but, wliile 
A IS working on materials costing i 100, B is w^orking materials custin‘^ 
los. In circumstances of that kind, ii the Oncost is allocated as a per¬ 
centage on Prime Cost, and the wages earned on the jobs are in each 

case £s, it be hopelessly inaccurate to load B’s job uith as 

much Oncost as is attachable to A’s job. In the case quoted, other 
factors being the same, the necessities would probabK- be met bv the 
ad^tion of a proper percentage on wages. To gi\-e effect to wiriations 
in he skiU of worsen, efficiency hours may be taken for the allocation 
of the Oncost. The Prime Cost method is little used, and is applicable 
only m cases Where the material worked is uniform throughout and 
forms the predominant element of cost ^ 

-M^^-This is based upon a rate per hour of 

either the rate of wages or the nature of the work 
vanes a general or departmental rate mav be adopted, based on the 

DiS ^ certain task or operation 

^ j sometimes used for that class of work 

and total direct labour for the balance of the costing. The total Oncost 

worked ^ particulars of the man-hours 

Machine-Hour Mdhod.-Under this method the cost of operating 
the machme IS ascertained, and is embodied in a machine-hour rare 
based upon the time the machine is at work. This method is practicillv 
essential in the heavy trades, and must be emplo\-ed where machinen.^ 

in thUcoftT/thf production, and there is a wide difterence 

ftem. Rates are catalatedZeach 'ollcM.™' 

Sot 
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IS employed, and some part of the charge may have to be apportioned 
on a difrerent basis. The time sheets, again, vdll furnish particulars 
of the number of hours that each machine has run. The total e.xpendi- 
ture on the machine, divided by the number of hours it has been worked, 
will give the machine-hour rate. The e.xpenditure on the machine ” 
cot-ers labour, power used, depreciation, repairs, etc., to which are 
sometimes added rent, rates, etc., based upon the space occupied bv 
the machine. 


Entries in the Cost Books.—The debits to the indirtdual accounts 
in the cost books, by whatever method adopted, mav be made weeklv 
along with the labour debit, or they may be debited when the job has 
been completed. If the latter method is employed, care must be 
t.iken at balancing periods to make the adjustment for the Oncost on 
work in progress. The totals should be credited to a Total Account, 
which should, at regular and frequent intervals, be compared with the 
total of the actual expenses as recorded in the financial books, any dis¬ 
crepancies being investigated, and the rates adjusted at once, if neces- 


S-dl . 


Office and Administrative Oncosts.—This charge is not usuallv 
apportioned on the above methods, but is computed as a percentage 
on Works Cost. Sometimes it is apponioned on the basis of turnover. 

X A 

However, the facts of each business must be considered separately, 
and the most suitable method adopted to meet those facts. 


Primary' (Direct) .Allocations.—Since the object of allocating Oncost 
is to approximate costing to actual conditions, so far as possible, the 
necessitv for approximation should be limited. \Mierever possible, 
care should be taken to allocate expenses over the individual shops and 
d'.-partments. so th.tt the limits of error should be reduced. Rent, 
rates, taxes, insurance, for example, may be apponioned on the basis 
of the number of square feet occupied, or on the cubic capacity of the 
space occupied; lighting, according to the number of points used; 
hi-.itinir bv cubic capacity; power by metered consumption, and so 
on. A\'hen all the expenses that can be ear-marked have been allocated 
t.'> the respective shops or departments, there remain the general 
Onee-st expenses, and these must be apportioned on the most suitable 


basis in the circumstances. 

Care must be taken, in fixing rates, to make adjustments for ex¬ 
penses that do not attach equally o^•er all depanments or jobs in one 
department. There may, for example, be a preponderance of unskilled 
labour; in another, skilled men only may be employed, with a boy for 
odd jobs. -As a ceneral rule, unskilled workmen will be slower than 
skilled, and thev will tend to spoil more materials and tools, and so 
require nwjre supervisi'in. More Oncost will, therefore, be attachable 

to unskilled than to skilled labour 

It v.all be ob'ci.ras that to cost a job or process ii/icr completion 
wuul'.l be S'-' tC' '.lela',- the co>ting as to render it useless. It is necessart'. 
t'uerci-re, t'l ioi'. csting figures upon pjst experience, and to make 
adjii.-tmenis from time te> tune in order to meet known alterations in 

conditions and circumstances. 
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The Cost Ledger. —This is the nominal ledger of the costing system, 
and it must be kept on complete double-entry principles. For this 
purpose Total Accounts are employed, as explained above; direct 
wages, purchases, stores, etc., being debited m detail to the particular 
cost account concerned, and credited to accounts headed Direct \^'ages, 
Direct Materials, Total Accounts, etc. 


Total Accounts. —It remains to deal with these accounts at the end 
of the period. If Oncost has been debited periodically to indi\'idual 
job accounts, it will be seen, at the end of the accounting period, that 
the Oncost attachable to all work in progress has been apportioned. 
If Oncost is debited only to completed jobs, the appropriate Oncost 
attachable to all work in progress should be carried down on an Oncost 
Suspense Account. 

The respective Total Accounts thus arrived at should now be com¬ 
pared with the actual expense accounts for the same items as shown 
in the financial books. If serious differences appear, they must be 
investigated, and, if necessart', adjusted to the Job Accounts. AW 
differences, however small, should be noted in order to a\'oid similar 


discrepancies in the future, and, if necessary, the basis of allocating 
Oncost or the pricing out of materials and wages must be amended. 

The Total Accounts have now fulfilled their function, and can be 

closed off to Cost Ledger Control Account. Completed jobs can also 

be closed off to this account. Under the first method there will then 

remain open only Lncompleted Job Accounts representin': work in 

progress (Dr.), and the Cost_Ledger Account <Cr.'), which should acree ; 

under the second method Lncompleted Job Accounts are stated only 

at prime cost. The addition of the Oncost Suspense Account give^ the 

value of work in pro.gress, and this should a?ree \vith the Cost Lud-ttr 
Control Account balance. ' 

Statistics can be prepared of the cost of completed jobs for com- 
pansons and future use. Some authorities prefer to incorporate sellin-: 
pnces and profits or losses in the Cost Ledger, opening appropriate 
Control Accounts. In that case,^ the Control Accounts are closed off 
to a .lanutacturing Account, which is reversed as compared with the 
ordmart- financial account, so as to show the result of the period's 
manufacture as a whole. There seems little advantage in this ineth >d' 
u Is a duplication of labour, and the -Manufacturing .Account sh.vfi l 

aIi concerned with marketiiig' 

mtormation should be tabulated in a more readilv acccss- 
ible ^d ramparable m.anner than is possible in the Cost Led<^er Yn 
w ich perforce, there must be a separate opening for each job. " This 

predilections and the special requirements of the particular buiir--« 


-ui-rxuDLtr 


manufacture involves a succession of processes one 
of the chief accounting difficulties arises in connection with'the bv- 

tanous substances, hqmds, etc., may be produced for t^ch at iS 
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at first, no use can be found; and trouble and expense must be incurred 
in getting rid of them, thus adding to the cost of manufacturing the 
article. This problem was vert- acute, for example, in the earlier 
histon,- of the m.anufacture of soap, certain of the by-products polluting 

the atmosphere to such an extent that thev’had to be buried 
immediatelv. 


But time and experiment frequently find profitable use for the^e 
hitherto waste products, and so instead'of being an additional expense 
thev become marketable products, and reduce" the actual cost of the 
main product. In the case of soap-making, already cited, an enter¬ 
prising farmer found that the by-product" made good manure. He 
took part of the output, until funher experiment ha\-ing showed that 
it had valuable chemical properties, chemists were found willing to 
pay ten times as much as the farmer for the by-product and to take" the 
whole output. Here we have a by-product of intrinsic value, and, in 
some cases, of greater market value than the main product. It is clear 
that an attempt must be made to allocate costs equitably as between 
the main product and the by-product or products. Both main and 
by-products travel together up to the separation point, and it is the 
apportionment of the expenses up to this point that creates difiiculty, 
since expenses incurred subsequent to separation can be attached to 
the particular product concerned. 

In practice, it is found that manufacturers adopt different accounting 
methods for the costing of by-products. Sometimes only sales are 
recorded, and no attempt is made to separate the costs, or even to 
estimate them. It is impossible to tell by this method ” whether 
any profit is made on the by-products. Costs being unkno^\•n, there 
is no basis for fixing selling prices or for formulating manufacturing 
policy. But it must not be overlooked that in some small businesses 
little more than this can be done without incurring undue expense for 
clerical labour. A variation sometimes adopted is to debit the bt'- 
products trith all expenses incurred after separation from the main 
product, proceeding otherwise in the same way. Under the first 
method no inventories are taken; under the second no stock sheets are 


prepared. In neither is any record kept of the by-product until it is 
sold, thus leaving a direct loophole for fraud. 

Where nothing is done to the by-products after they have been 
separated from the main product, it is quite common, especially in 
small businesses, to take a daily inventort* of the output, to prepare 
stock sheets, and to keep proper account of the movements of the by¬ 
products, crediting any reriisations, as adjusted by stocks, to the main 
product, or to the main material entering into its manufacture. Many 
small gas-works, for example, credit the net realisations for unworked 
bv-products to Coal Account. No ‘‘profit” is taken on sucn by¬ 
products, the aim being merely to “ cost ” the main product. 

Method of Accounting.—The above loose and incomplete methods 
being dismissed, a workable system of separating the costing of main 
and "bv-products may now be described. As with_ all costing, the 
principles are fi.xed, but the application of the principles must be 
adjusted to the needs of the particular business. It has been said that 
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“ all costing is approximate." That is a truism which it would he 
idle to attempt to refute. But there is no reason why the approxima¬ 
tion should not be closely true to the actual facts. Under the system 
now suggested—it has been found to work weU in practice-arbitrary 
values have to be assigned to the products at the point of separation 
one from the other, since, usually, it is impossible exactly to calculate 
the costs of each product. The points to be considered are: (a) how 
high a degree of accuracy is possible, and {b) the relative value of the 
products. The arbitrar}' values may be calculated on one of the 
following bases:— 

(1) At current purchasing price for the article in the same state of 
manufacture, or at selling price less approximate profit. 

(2) WTiere there is a common standard, on the basis of that standard, 
e.g. British Thermal Unit. 

(3) ^\^lere the by-product has a market value, according to that 
value, less the profit which would be made if the residual were manu¬ 
factured independently. 

(4) WTiere none of the above methods is applicable, then by working 
back from the selling price, which is often the only thing in common 
to all the products. For example, where, in the manufacture of a 
solid, there is given off a gas and a liquid, it is usually impracticable to 
apportion on any basis other than price. 

All e.xpenses of material, labour, and oncost up to the point of 
separation of the products are debited to a joint account. Subsequent 
expenses are debited to appropriate accounts for main and by-products. 
From the selling prices must be deducted the estimated profits and 
subsequent expenses, thus arrixing at the basic figures for the purpose 
of apportioning the " joint ” expenses. 

The calculation proceeds as follows:— 


Joint Account: 

Material 
Labour . 
Oncost . 


Expenses up to the point of separation. 

/ 


500 

400 

450 


/ 


Subsequent expenses : 


ilaterial 
Labour. 
Oncost . 


Selling prices .... 

Deduct: 

Estimated Profit 30^^ 


Subsequent expenses as above 

Basis of apportionment of Joint Account 



£1.350 


Mdin 

I'irst 

CT-d 

PrcxJuct. 

By-Product. 

fcy-Prcxiuct. 

i 

/ 

/ 

100 

80 

90 

120 

70 


130 

50 

75 

i 350 

/200 


2.100 

1 ,000 

900 

1.050 

50^, 500 33J 

300 

1.050 

500 

600 

350 

200 

250 

£700 

£300 

£350 
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The cost accounts will therefore appear as follows; 


Pwcess I 

i 

1 

i 

L 

Material .... 

500 


Labour .... 

400 




Oncost .... 

450 





£L 35 t> * 

700 

300 

350 

Process 2 . 





Material, etc. (detailed abo\-ei 

t ■ 

350 

200 

250 

Total Cost 

« • 

£1.050 

0 

0 

/6co 

Aw 

* The?i? bases would also be us^’-d *or subse 

ijurn* apportionments, but 

would be recor 

rpu*.e-d irciL 


time to time. 


It wiU be observed that no adjustment has been made for sellin? 
and administrative charges. If these are separately oncosted, they will 
be deducted at the same time as the estimated proht in arriving at the 
basic figures for apportionment. WTiere the rate of profit cannot be 
estimated for the main product, the calculations will be m.ade for the 
by-products, their basic costs will be deducted from the joint expenses, 
and the cost of the main product can then easily be arrived at. 


Unrealised Profits Taken in Process Costing.—Where a product is 
out through several processes, the finished article of one process 
becomes the raw material of the next. It then becomes necessart' to 
decide at what price the transfers from process to process shall be made. 
If bare “ cost ” is taken, it is obvious that in aU processes after the first 
it is impossible to ascertain whether it is profitable to manufacture the 
article or not. For this reason it is advisable, from process to process, 
to invoice out at the current wholesale price which would have to be 
paid for an article in a similar state of manufacture, or at a “ loaded " 
price approximating thereto. Particularly is this the case where some 
of the raw material is purchased and not obtained from a prior process. 
.•\n additional advantage derived from this scstem is that managers 
know only the results of their own department, and not those of the 
cumulative cost as a whole. This method involves a profit (or loss) 
being shown on each process. It a loss, steps must be taken to reduce 
the cost otherwise it mav be advisable to eliminate that particular 
process bv selling at the previous process and buying for the subsequent 
one Where thi's method is adopted, comparisons are possible \nth out¬ 
ride cons and commission bases for the remuneration ot managers can 
be determined. At stock-taking times, however adjustments are 
neces^arv in order to eliminate the unrealised profits mcluded in the 
closing stocks of finished and partly manufactured goods, so tar as 
the'goods have been sold, the profits have, of course, been rei^sed, but 
a reserve must be built up for the whole of the unre^sed profit mcluded 
in the closing stocks; in subsequent years it will be jiece^aty onl> to 

to that emploved when making a reserve for bad and doubtfd d^t.. 
A simple eiUnple of the adjustment for the first year is appended. 
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Process i. 
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To Purchase 4|^aw Materials 
Les^ Qosing Stock . 


,, Labour and Oncost . 
Proht (to Front and Lo 
Account) 


£ i. i 

600 o 0 

iOO O 0 


40c 

300 


100 0 o 
i"Soo 0 0 


0 0 
0 c 


Da. 


Process 2 


Cr. 



Dr. 


Finished Goods. 


Cr. 


To Process 2 . 
Ltss Stock 


i s, d. 

960 0 c By Trading Account 
240 o 0 

{T20 0 o 


i 1. d. 
720 0 0 


t720 0 0 


Da. 


Trading Account 


Ca. 


To Finished Goods . 

„ Apparent Gross Front 


720 o 0 By Sales 
360 o 0 

£i,cSo 0 0 


i ^ d. 
i,c;o 0 0 


i,cSo 0 0 


Da. 


P.ROFIT AND Loss ACCOUNT 


To Reserves for tmrealised 
Prodts:— 

Process 2 a) 

Finished Goods ic) 


s. i. 


40 o o 
35 G o 


By Apparent Gross Prca 
Firiished Goods 
Process i 
Prepress 2 


Cr. 



£ s. d 

too 0 0 
ICC 0 0 

io o o 



(a) On the materials issued from Process i to Prorf^c a 1*1. 

has'^n^^n!" ^L^amoun^^^^ t^nrealised pro^ 
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(6) The Profit taken in Process 2 is 

Therefore the unrealised profit in Finished Goods re Process 


2 is 


240 


20 


[ the output (at invoice price) of Process 2. } is reprl^ 
sented by output of Process i, on which a profit of Jth 
has been taken, therefore the reser\*e re Process i is *th 
of i of 240. 


^35 


In subsequent periods, if the stock 4 n any Process, etc., has increased, the 
reserve must be correspondingly increased. If the stock has decreased this 
neans that the profit has been realised, and the reser\'e can be decreased. 

In the Balance Sheet the Stocks will appear as follows:— 

__ . £ £ £ 


Finished Goods ...... 

Less Resen^e for unrealised profit 

Raw Materials and Partly Manufactured 
Goods— 

Process i . 

Process 2 . . ^320 

Less Kesewe ..... 40 


240 

35 


200 


280 


205 


480 


685 


If the market price should happen to be less in any case, a further 
necessary, ^n practice, work in progress must al^ be adjusted. 


win 


Cost Sheets. 
bre\\t:ry cost sheet 


Brewing No. 


Quality 


Date 



Note ,—.\fter arriving at the cost of production, as shown in this sectionjrf ^ 
account, wages, water, fuel, and overhead charges would be added to complete the 

costing. 
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4 
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Cost Sheets —continued 

MOTOR-CARS. 

Cost of Chassis. 


Purchases — 

Finished Parts 

Stores .... 

Wages — 

Machine-room 

Founders 

Erecting 

Sundry .... 

Worhs Oncost — 

Rent, Rates, etc. 

Fuel, Heating and Lighting 
Salaries and Indirect Wages 
Repairs, Depreciation, etc. 
Office Oncost — 

Office Rent, Rates, etc. . 
Salaries 


I 


I 




r 



) . 





Travellers' Salaries and Commission 
Discounts and Allowances 


V 

M 

r 

t 

1 




h 


f' 


Total Cost 


L 


i; 


EXAMINATION QUESTIONS. 

1. Carefully define the word " Stores " as employed in Costing systems. 
Describe in detail the method of charging out Stores, including raw material and 
finished pcirts, in Costing s>-stems. Should the Stores be charged out at cost or 
at current market prices ? In the latter case, how do you propose to reconcile 
your Stores Account in the Costing S^-stem with your Stock Account in your 
financial statement? (Incorporated AccouTitants,) 

2. Give rulings of any books, or forms, which you recommend for the record 
of the above receipt and issue of stores, and make the necessary entries therein. 
(London Chamber Commerce.) 

3. Select a manufacturing business with which you are familiar, and prepare a 
brief set of rules for the guidance of the store-keeper. 

Submit rulings of two onlv of the books or documents you recommend. (Chap¬ 
tered Accountants.) 

4. Sketch a Report showing the method that you would advise to stop an 
ob\’ious leakage in the stock of any business with which yon may be acquainted; 
such method to record the charge to and issue from Stores of Goods purchased. 

5. Give a ruling of a Materials Abstract Book, suitable for emplo)rment in 
cases where purchases are made: (a) for specific jobs, (6) on Capital Account under 
three headings (Plant, Loose Tools and Sundries). (Royal Society Arts.) 

6. Give suitable rulings for any three of the following: Order Book; Stores 
Issued Book; Stores Deliver^’ Note; Stores Requisition Note; Stores Lea^ 
Account; Departmental Wages Journal; Cost Ledger Account. (Incorpormed 
Accountants.) 

7. In charging out of Stores the basis of the pricing of issues is a conteatiOT 
TX)int. Give the relative merits of two methods. (Incorporated Accoumams,) 
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8. Describe three diherent bases upon which wa^cs are paid in manuiactunn^ 
businesses, and submit a ruling lor aAvcekly time sheet suitable for use in any 
business you may select. [Royal SocUiy 

9. In a manufacturing business, where all labour is paid on a time has:s. 
describe how vou would : [a] check the time worked by the men, and -,1; deal for 
Costing purposes) with the wages paid. 

Submit the ruling of the time sheet you would issue to the workmen. (Royal 
Society Arts.) 

10. ^^^lat is meant bv a machine-hour rate, and how is it arrived at } (/in; - r- 

poraied Acconniayits.) 

11. A manufacturer wishes to inaugurate a Costing svstcm bv means of whu.h 

. ^ m 

the Overhead or Oncost expenses may be presented as a percentage on the direct 
labour or on the total labour employed. 

Discuss the principle in\-olved and criticise the method suggested, [hiccap .'i- 
aied Accountants,) 

12. Briefly describe a manufacturing business with which Vuu are famihar, 
and differentiate between the v.agc3 paid for; iu; Direct Labour; {bi Indirect 
Labour: and (c) Casual Labour. State how you would allocate the several ciassrs 
of labour you define, when preparing the Costing records of the undertakin;'. 
(Chartered Accountanis.) 

13. Explain the diflercnce between Works Oncost and Ofiice Oncost. Indi¬ 
cate one or more ways in which such costs can be applied. 

14. Give a suitable ruling for a Columnar Cost Ledger, sho'.\ing how the total 
cost of any work undertaken is arrived at. insert pro forma entries, and state 
what method you adopt of allocating indirect charges, and your reasons for so 
doing. (Chartered Accountants.) 

15. What are the principles of Process Cost .\ccounts? Illustrate vour 
answer by means of pro forma accounts of a manufacturing business to which 
Process Cost Accounts could apply with advantage. (CharUred Accouniant:.) 

16. _ From the following figures taken from the books of the Alpha Manu¬ 
facturing Company show in convenient form the Costing results for the tuo 
vears:— 

istYear: Materials./50,ooo; Wages, ^30,000 ; Indirect Expenses, /lo,coo ; 
Sales, /99,ooo. 

2nd Year: The cost of Materials and Wages had increased by 25'^,., th-.- 
Indirect Expenses by 5^0, and the Sales by /2S,075. 

{Institute of Bcok-hcepen. 

17. You have been asked by a manufacturer to devise a svstem of Coi.t 

Accounts. Select a manufacturing business and state; [a) The various items 01 

expense which you would include under the heading " Oncost "; (L) the source 

from which you would obtain the necessart' figures upon inaugurating the Costiin 

system; (c) the basis upon which you would allocate the Oncost expense 
(London Chamber Commerce.) 

of a factor}', making sewing-machines, is analysed 

(2) Engine-room. 13) 


s 

:S. 


under the foUowing heads: (i) Productive Labour. 

Repairs—(a) Engine-room Plant, (fc) Belts, Pulleys, Shafting; (c) Li-htine- 
(a) Machinen-; (?) Buildings. (4) Store-keepers and Factorv Clerical, f si Watch; 
man and Guard (6) Factort-, Executive and Supenision. (7) Office—(a) Orders 
Md Stores; (6) Costing; (c) General. (S) Administrative. Select anv four of 

an^ Costs. (Chattered Account- 

19. A manufacturer, whose business is divided into five departments each 

dSs of different part of the same building, and each turning out aSstmci 
cl^ of article, wTshes to ascertain the approximate cost of each tvpe of article 

0 > Cr cl \ ^ 

De^ed r^ords of stores and departmental wages books are kept. 

Profit apportion the following items appearing m the 

Profit and Loss Account, and what additional information (not appeiin- m 
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the ordinan* books of account) would be necessar\' to enable this to be done 
(u) Carriage inwards; {b) Rent; [c] Machinen- Depreciation; [d] Office Salaries 
(f) Heating and Lighting. {London Ckarnber Comnierce,) 


20. After charging up wages, material, and certain other expenses to th 
particular works in connection with which such expenditure was mcurred, th 
books of a manufacturing company show additional expenditure under th 
following heads:— 

Salaries—Works Engineers and ^Managers, £5.500; Travellers, ^2,500 
Administrative, £S,ooo. Rates, £2,000. Rent, £4,000. Commission,"'fares 
and aUowances to travellers, ^'2,500. Carriage outwards, £650. Directors’ Fees 
£1,000. Stationer}’—Works, £125. Stationer}' and Printing-Office, 
Postages and Telegrams, :{i6o. Depreciation—Buildings, £500; Plant" anc 
Machinery, £930. Fire Insurance, £350. Advertising and Catalogues. /i ^::o 
Carriase inwards,/i20. 

Place each of these items under one of the following charge headm«^s: ‘a 
Works; (Di Selling and Distributing ; (r) Administrative ; (ii General. ^ 

Of the rates and rent one-eighth is in connection with the Office. 'Incorpo 
ated Accoiiniants.) 


21. The Trading and Profit and Loss Accounts of the Baxter Trading Com 
pany. Ltd., who deal in gramophones sold at £20 each net, for the vear ende{ 
December 31, 19..., are as follows:— 




Tr.\dixg 

Account. 


Jan. I. 

To Stock 

i 

2,000 

Dec. 31. By Sales 

1 

i 5 .oo( 

bee. 31. 

,, Materials 

3 .h 75 

Stock 

I,cot 


,, Wages . 

6,000 




,, Gross Profit 

4.1^5 





-i'lO.OOO 


£i6.00( 


Profit .\xd Loss Account. 


X 

Dec. 31. To General Ex- Dec. 31. By Gross Profits . 


penses 

1.300 

Depreciation . 

750 

Directors’ Re¬ 


muneration 

375 

Xet Profit 

1,500 


i 



»» 
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HIRE-PURCHASE ACCOUNTS 


A ver\’ large quantit}' of commodities change haiuU under uhat are 
known as “ hire-purchase " contracts. Those contracts, as well as 
“ Credit Sales Agreements (i.e. agreements for sale with pavment bv 
instalments) are subject to the Hire Purchase Act 

Hire-Purchase.—The essence of the contract is that the goods which 
form its subject remain the property of the “ owner,” but the ” hirer ” 
has the use of them on paying the first of a number of agreed instal¬ 
ments. On pa\-ment of the final instalment the legal ownership passes 
to the “ hirer ” and the previous ” owner ” has no further interest. If 
the hirer fails to complete the agreed payments the owner mav recover 
the goods or a fair proportion of them, and the Act contains detailed 
provisions for the protection of the hirer. If the hirer has paid not le.ss 
than one third of the total hire-purchase price, the owner cannot enforce 
recover}’ of the goods e.xcept by obtaining an order from the court, and 
the court wiU determine what is a fair proportion, if any, for the hirer 
to retain. On the other hand, the hirer may if he wishes at any time 
give notice to terminate the agreement and’ return the goods, and is 
then liable to pay the amount (if anv) bv which one-half of the total 
hire-purchase price exceeds the total of the sums already paid. If the 
goods have been damaged before the hirer returns them in accordance 
with this proWsion he is liable to pay for such damage. 

From the book-keeping point of view, it is important to realise 

that in such a transaction there is no sale. The onlv book debt created 

is a claim for the unpaid instalments, which lapses if the goods are 

returned, or reclaimed, owing to the hire-purchaser’s default in paving 

the mstalments. The proper treatment to be followed by the hire- 

seller is to ascertain the cost of the goods out on hire, and to deal with 
them as stock. 

This treatment may be simply illustrated as follows;— 

HIRE-PURCH.\SE TR.\DIXG ACCOUNT. 

Three Articles on Hire. Cost, /120. Payable in three annual instalments of 

_ /20 each article. 

Dr. 


Cost of Articles 
Balance, being 
Profit 


Gross 


120 




Cr. 

5. 

d. 


A 

J 

' s. c/. 

0 

0 

Cash. First Years’ In¬ 





stalments 

00 

0 0 

0 

0 

Value of Stock, i.c. 




Cost, T120, las /40. 
to reduce value to 





cost price 

So 

0 0 

0 ; 

0 



0 : 0 
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The hire-purchaser's position is that he is acquiring an asset at 
a total cost in excess of the cash-dorra price. Moreover, the asset is 
not his legal propeny until all the instalments have been paid. How 
is he to treat the instalments in his books? Assuming that it is his 
intention to complete the agreement, he is justified in chargin'^ the 
asset account, headed, e.g. by some such caption as “ Motor*Lorries 
m Course of Hire-Purchase,” with the cash-down price, and treatin'^ 
the balance as cost of hire or as interest. However, since the assets 
are not the legal property of the hire-purchaser the Balance Sheet must 
be so worded as to indicate the fact, e.g. “ Motor \'ehicles in course of 
acquisition under Hire Purchase Contracts ” showing the full cash 
price as “ Cost.” Depreciation must, of course, be provided, and will 
be treated exactly as though the assets in question had been paid for 
in the ordinan,' way. On the other hand, the (present value of) unpaid 
instalments would be included amon? the Current Liabilities. 


—A contract of sale on the instal¬ 
ment-payment system is an out-aKd-out sale under agreement that 
the purchase price shall be discharged by a definite number of patments 
made at definite dates. Possession and legal O'amership of the goods 
pass to the purchaser immediately he signs the agreement" and 
pays the first instalment. The vendor has, then, no nghts over the 
goods, but he can, of course, sue the purchaser for any instalment that 
he may fail to pay. Thus, from the vendor’s point of xdew, the trans¬ 
action is a conversion of stock into a book debt payable by instalments; 
from the purchaser’s point of view it is the acquirement of an asset, 
the purchase price of which is a debt due from him. Here, again, 
whether the debt is paid or not, the asset will depreciate. 


Analysis of the Purchase Price. —It is clear that the price to be 
paid for the goods under either of the above systems of purchase is 
greater than the cash-down p rice. The price mav be said to comprise 
three elements: ia) the cash-down price, plus (i») interest on the 
unpaid portion of that price, plus (c) an addition, or loading to cover 
the risk of default. Although, in the case of hire-purchase, the vendor 
is in theory secured by being able to recover at least a fair porportion 
of the goods if the hirer defaults, yet there is always the risk of loss 
bv damage or fraud. In any case, should default be made, the 
goods vili be second-hand, even if they are not actually damaged, 
and so of less value than thev were at the time of transfer. It follorii'S, 
therefore, that the whole hire-purchase, or deferred-pa\Tnent, price 
cannot be credited by the vendor to his Trading Account; ^d that 
from the purchaser’s standpoint the periodical patunents which he is 
under obligation to make contprise both capital and revenue items. 


Treatment in Books of Account. 

Seller's Bo 'ks .—Broadlv speaking, the seller regards the trans¬ 
action as a cash sale. He adds to the cash price interest, at a rate 
cc'iisiderablv higher than what would be obtained by the investment 
L’f monev in sound securities, in order to cover possible losses by 
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rr 


Railuav H or M'K<.>r 


default, and he divides this composite price by the ai^recd number uf 
instalments. He then treats the sale as a s^Je for deferred payment.-^ 
by equal instalments. Provided that his loading for risk—the excess 
interest added to the cash price—is sufficient, there is little dan^jer 
in this method. In order to reduce the volume of book-kcepinv 
entries in this sort of transaction certain methods have been adopts!, 
and, accordingly, three typical sets of circumstances are dealt with 
below, and the system applicable to each is described. 

The details of the various agreements met with in practice will, 
of course, vart' considerably. For example, it is usual U>t the ffr>t 
instalment to be paid on signing the agreement. This practice reducu^ 
the unpaid balance of the cash-down price on which interest is cal u- 
lated. Again, the instalments may be determined by di\'iding the 
cash-doum price by the agreed number of instalments, and adding to 
each interest on the outstanding balance. If that is done, the inr^tab 
ments will not be equal, but will gradually decrease. Such induce¬ 
ments to purchase as " free insurance," " service after purcha-e," or an 
option to terminate the agreement at will and return a portion of tlie 
goods, etc., trill need consideration in deciding the precise form of 
treatment to adopt in a particular case. Still the general principles will 
remain the same. 

(i) Where goods sold on hire-purchase arc of considerable -iulu:, 
and the number of transactions is small, e. 

Lorries. 

Here the transaction is dealt with as an ordinarv sale, the bcdance of 
the hire-purchase price being treated as interest and'credited proporti')n- 
ately to the periods mentioned in the agreement. Thus the whole lU' 
the gross profit qn_the^sale is credited to the Trading Account fur the 
period \yhen the sale was effected. This method assumes that the 
transaction is an ordinary sale with patment by instalments at intero.'-t; 
and in so far as losses are probable through default, provisions against 
such losses must be made. The balance of the personal account 
of the purchaser will appear on the asset side of the Balance Sheet as 

Goods out on Hire-purchase," any provision being deducted there¬ 
from. (See Illustrauon i.) 

(uj II here goods sold on hire-purchase are of small value, the sales 

considerable, and the periods of the agreements vary, e.g. in the Furnishing 
trade. ^ 

Only memorandum records are kept of the personal aspect of 
the transactions. The goods are treated as stock and valued at each 
^anemg date at a proportion of the cost of the goods equivalent to 
e proportion of the total instalments remaining unpaid. In other 
words, each instalment is considered as being composed of similar 
tractions of: {a) cost, and f) gross profit and interest. A Hire- 
purchase wales Da\ Rook is ruled with suitable columns for informa- 
ion as to. (i) number of instalments; (2) interval between each 

t^onth, or quarter; (3) total of instalments 

(the hire-purchase price); and (4) cost price. The equivalent cash 
euing pnee is ignored. A memorandum Hire-purchasers’ Ledger 
s opened, each account bemg headed with full details as recorded" in 
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the Day Book. The memorandum personal account is debited with the 
full hire-purchase price, and credited periodically from the Cash Book 
with the instalments paid. These detail entries are memoranda only. 
The double-entry is put through in periodical totals. The total of 
the cost-price column of the Hire-purchase Sales Day Book is debited 
to “ Stock out on Hire-purchase Account,” and credited to Hire- 
Purchase Sales Account, and thence to the Trading Account. The total 
cash received on account of instalments is periodically posted to the 
credit of ” Stock out on Hire-purchase Account.” At balancing dates, 
this stock is valued by going through the Hire-purchaser’s Ledger 
and \’aluing each account according to the following formula:— 

Xumbtr of instalments still due X Cost price 
Total number of instalments payable 

The total stock is then inserted on the credit side of the Stock 
out on Hire-purchase Account, and carried dowm as a debit balance 
to the next period. The difference on this account then shows the 
profit or loss to be transferred to the Trading Account of the business 
in the ordinary* way. (See Illustration 2.) 

(iii) Where goods are sold on hire-purchase, the period being fixed 
and the transactions considerable, e.g. a billiard-table manufacturer 
selling tables on monthlx instalments over three years. 

The cash-price method explained in (i) is adopted with this variation, 
that the interest instead of being apportioned on the facts of each 
agreement is treated in total, this being possible owing to the period 
of each agreement being fixed. Thus, assume that all goods are sold 
on three-year agreements, the instalments being payable quarterly. 
Then, if the loading for interest and risk, is S^o. the interest applic¬ 
able to each of the three years is: ist year, 52*63%; 2nd year, 
33-%'^'^; 3rd vear, 13-54^0the total interest.* Most agreements 


* The proportions of the total interest [i.e. the difference between the hire- 
purchase price and the cash-sale price) applicable to each year will vary with the 
rate per cent., the interval between the payments, and the total period of the 
ai^eement. But as all agreements are standardised, whatever the amount of the 
instalment mav be, the interest included in any one instahnent will always bear 
the same ratio to the interest included in any other instalment. Thus, if a t%*pical 
example is taken, say a quarterly payment of /lo for three years, the “ present 
worth ” = the cash sale price is £105 13s. The total hire purchase price is ;^I2C, 
and thus the total interest is /14 5s. It will be found that/7 los. of this, or 32-63% 
of the total interest, is applicable to the first year, thus:— 


Palar.ce at 
b^kinnin^ of 
quarter. 


Interest thereon 
at j 'o p.a. 


i 

i. 

d. . 



d. 

* ' ^ 

• 

15 

^ ; 

•» 

i 

n 

3 

*-^7 

17 

3 

I 

10 


>u 

10 

3 

I 

15 

11 


I c 

4 i 

1 I 

1 2 




1 


10 

0 


The secon.l vear's interest w 


I 


4 


Total. 


Quarterly 

instalment. 


Balance. 


I 

A i 

5. 

d. 

p 

i 

s. 

d. \ 

/ 

An’ 

5 . 

d. 

107 


3 

10 

0 

0 i 

97 

17 

3 


It.) 

5 i 

10 

0 

0 


10 

3 

or 

1 2 

4 ; 

10 

0 

0 

Si 

12 

4 

^3 

3 

i 

10 

0 

0 

73 

5 

0 


ill be found to be £4 i6s. 5tf., or 33*83%* 
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will extend over four years, since they are not all entered into on the 
first day of the business year. The interest is then approximated by 
taking credit only for one-half of the first year's interest in that year, 
then, in the second year, the other half of the first year s interest 
dIus half of the second year's interest, and so on. The interest would 
36 apportioned in the aboye example, as follows:— 

First year ....... 

Second year . . . - ^ — lO o. 

Third year .... 10-9 ~ 6-' 

Fourth vear ...... 

100-0^;, 



The Hire-Purchase Day Book is ruled to proyide details of the 
yarious agreements and, in addition, three money columns for: no 
Cash Price, (i) Interest, (c) Total. Column is debited to the indi- 
ndual personal accounts in the Hire-purchasers’ Ledger, and these 
accounts are credited with the cash instalments as paid. Periodically, 
the totals of the Hire-purchase Day Book are posted: .OT) to the credit 
of Hire-purchase Sales Account (and thence to the Trading Account); 
(J) to the credit of a Hire-purchase Interest Suspense Account for 
the period; and (c) the total, to the debit of a Hire-purchasers’ 
Ledger Total Account. The latter account is credited pcriodicallv 
from the Cash Book with the total instalments received, and is operated 
in the same manner as a Total Debtors’ Account. Each \-ear the due 
percentage of each of the interest suspense accounts is' credited to 
Profit and Loss Account, There will, at any time, be se\'eral suspense 
accounts open; for example, if the agreements are for three year>. 
there will be three suspense accounts open, and each Profit and Loss 
Account ^\ill receiye benefit from four different suspense accounts. 
In the Balance Sheet, the total credit balances on the interest suspense 
accounts are deducted from the debit balance on the Hire-purchasers’ 
Ledger Total Account, and the net figure shown as “ Stock in Hands 
of Customers on Hire-purchase Agreements." (See Illustration 3.) 


lllusiraiion i, -The Sunlight INIotor Companv during the vear 1032 ^ells 
the following on hire-purchase:— ' ' " ' 

(fl) To the A. B. Carriage Company, one Lorry, cash selling price ^ 500. 
payable by five yearly instalments of i.115 gs. o.f. ^Interest taken at ! 
Date of agreement. January’ i, 1932. 

^Eat Company, two Lorries, cash sclhnc price 
payable by twelve half-yearly instalm.ents of ^loo (Interest taken at 6^ ' 
vnth half-yearly rests). Date of agreement, June i, 1932. 

Show the personal accounts of the purchasers in the books of the Sunlioht 

a December 31. 1933, and the entry m the Balance Sheet 

at tnat date, no loss on either agreement being anticipated. 


calculation will, of course, 

a\e to be made only once, t.e. when the exact terms of the standard 

decided upon. A fresh calculation would be necessary only -f 
the rate per cent., or the frequency, or the number of the instalments is yaLd 
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Sunlight Motor Company, 


BALANCE SHEET, DECEMBER 31, 

(Assets Side.) 

ies in hands of customers on Hire-Purchase 
agreements .... 


1933- 


if* .093 




GENERAL LEDGER 


The A. B. Carriage Company, 

BaU : January i, 1932. Sale of i Lorry. 
AmoufU : £syy 8s. gd. 

Payable by : 5 Yearly Instaltnenis of £11^ 9^* 9^. 
Commencing: December31, 10^2. 

Cash Value : £$00. 

Interest: At 5%. 


Dr. 


1932. 

1 

1 

/ ! 

1 

! d. 

Jan. X 

1 

To Hire-porchase -Sales 

1 Account (Cash Sell- i 

iug Price) . j 

500 

0 

0 

Dec, 31 

„ Interest Account (5% 

1 for r year) . 

1 

25 

0 

C 

1 

1 

' \ 

! 

^525 

0 

0 

1 

*933- 1 
Jan. I 

1 

To Balance t«oa^t down 

409 

10 

3 

Dec. 31 ! 

\ „ Interest Account (5% 

1 for I year) . . j, 

20 

9 

6 


1 i 

i 

£429 

19 

1 

1 9 

J934- ' 
Jan. I j 

1 

I ? 

• 1 

1 To Balance bxou^t down: 

1 

3U 

20 

0 


1932- 
Dec. 31 
•> 3X 


*933- 
Dec. 31 

3* 


99 


By Cash, XSt inslahiwnt 


»> 


B alance carried down . 


By Cash, i 

If 


Balance earned down . 


i 

«5 

409 


£525 


9 

xo 


9 

3 


XI5 

9 

9 

324 

xo 

0 

£429 

29 

_9 


Hire-purchase Interest Account. 


1932. 
Dec. 31 

To Profit 
count 

and 

« 

1 

J 

Loss -Ac- j 

1 

1 

£ 

54 

s. 

17 

d. 

3 

1932. 
Dec. 31 
' 32 

1 

By A. B. Carriage Co. 

„ H. F. Heat Co. . 

£ 

25 

29 

s. 

0 

17 

3 ^ 


1 



£54 

17! 

3 



£54 

17 

3 

1933- 
Dec. 31 

To Profit 
j count 

and 

• 

} 

Loss Ac- ^ 

> 

i 

73 

x6 

6 

1933- 
June 30 
Dec. 31 
.. 3* 

By H. F. Heat Co. . 

M H. F. Heat Col 
,, A B. Caxxiage Co. 

«7 

*5 

20 

15 

IX 

9 

2 

xo 

6 




i 

1 

£73 

x6 

1 4 

6 



£73 

16 

6 


The H. F. Meat Company. 

Dale : June i, 1932. Sales of 2 Lorries. 
Amount: ;fi,200. 

Payable by : 12 Half-yearly Instalments of £100. 
Commencing : December 31, 1932. 

Cash Value : £99$ 8s. 

Interest: At 6% (half-yearly rests). 


[continued on next page 
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Ox. 


Cs. 


1932. 
Jane i 

Dec. 31 


1933- 
JaiL 1 
June 30 


To Hire-porchase Sales ^ 
(Cash Selling Price) . 

,, laterest Account (6% n 
for 6 months) . 


sji.j 1932. 

I I Dec. 31 By Cash, ist instalment 
9958' cj ,» 31 „ Balance carried down 


29ji7 


: £1,025 » 5' 3 


1933. 


To Balance brought down j 925 5] 3 June 30 By Cash, 2nd insUlment 
Interest Account (6% i ,,30 „ Balance carried down 


for 6 months) . 


27,15 


i?33- 
July I 
Dec. 31 


h £953' o^ 5 

{:= 


1033. 


To Balance brought down 'i 8531 o: 5 Dec. 31 ' By Cash, 3rd instalment 


„ Interest Account (6% | 
for 6 months) . . | 


1934^ 

Jan. I 


i 1 

I ; 

2511.1 
£878 12! 3! 


31 




Balance carried down 


|i 


To Balance brought down 'I 778 12 


De. 


Hire-Purchase Sales Accolt^t. 


1932. 

Dec. 31 


Trading 


■i ^ 

• il M95; 8 ol 


is 

I; 


4 

I 


!£M95i 8 o 

J j I 


1932. ' 

Jan. I By A. B. Carriage Co. . 
June I „ H, F. .Meat Co. 




. I 
> I 


: t 


£ 

100 ; O 0 

925 5* 3 


\ J 


!!£i.025! 5I 3 


t 


100, o 0 
853 o 5 


I 


£953! 


o 5 


too' o, o 
778,12; 3 


£878 12 3 


Cr. 


I 

£ 

500 O 0 

995 8 o 


£M95. 8 0 


niu^ration 2.-^e following are the entries in the Hire-purchase Day 
Book of the Ford Furnishing Company, who inaugurated a system of " easy 
^)rments on July i, 1932. Show the personal account of A. Black in the 
m^pnrch^rs Memorandum Ledger, and the Stock out on Hire-purchase 
A^nnt m tte General Ledger on December 31, 1932, assuming all ins^ments 

were received as and when due. -> 6 


HIRE-PURCHASE DAY BOOK. 


Date. 

Agree¬ 

ment 

No. 

1932. 

■ 

July 1 

I 

1 

Aug. 10 

2 

Sept 15 

3 

Oct I 

« 

1 

1 

4 

j 

Nov. 30 

) 

5 

Dec. 7 

6 

t 


Details. 


i; 

i 

il 


* P 


A-10. ^ne Avenue. S.E. 

Bedroom Suite, 12 monthly instalments of 
commencing July i. 

K. Wright, Deepdene, l^Icy. 

4 yiarteriy instalments of £13 commencing 
August 10 . . . “H5 

M. Tjtou, 14, The Drive, Wanstcai i 

»mmencu.g j 

B. Fwe. Rahe^ Dorking. 

* |i 

W Seed, 91. High Streep W. ’ ' ' ’ 

I! 

B. Smith, 14, Sunrav Avenue, N 


Total 

instal¬ 

ments. 


Folio. 


£ s. d. 


24 0 o I 

I t 

\ • * 

* > 

3 

* ! N 

• •[ 

7 J 0 o-| 5 

{ i 

I I ‘ 

: I 

60 0 0 7 

i 1 ■: 

120 0 0 0 


£406 


78 0 0 
0 0 


II 


r 


'i 

• 1 
H 


/« 
I 


i . 
• < 


% 

I 


Cost 

price 


5. d. 

! 


£ 


14 00 

I i 

30 '00 


I I 

48 ' 0 0 
40 o 0 

i ' 

i I 

72 O 0 

t 

s 

I 

50 0 o 


£254 0 u 
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HIRE-PURCHASERS* MEMORAlflWlI 


Nmmtt 0/ HiM-Punktum : A. "larfc 
Aidrns : jo. Lima Avaanc. S.E 
AgntmnU Nwmitm: i. 

DtAt : July i, 193a. 

Artidts : Bedro^ Soito. 

Cod Fries : £ 14 . 

Inetmlments : la, montiily. £» each Inly 1 nnd theranftnr 
Total lnsiaJ$memts : 1 *a. 


jar* 


To Total 




Jan. 1 



To Balanne brooflit 
down 


£04 • o o 


jO 




Oct. I 

Hoc, I 
Dw. I 

•» 51 



GENERAL LEDGEiL 


Stock oot ok Hm-meSAKBa 


Da. 


193*. 


£ 

s. 



i 1 

Dec. 31 

To Cent of Stock sent oat 




Dec. 3 X 

By CaA (UiKalmaali an-1 

under Hon-por^ase 




edwod Bob ShnpB -1 


Agreements during 
the pear (as per 
Hire-parchaae SikB 
Day Book) . 




» 31 

. vsrs'ss'trs 


S54 

0 

0 

hhn-pmnhM at Bfi Of 1 

year (ree *Aafiifi4 -I 

» 3> 

Prefit and Loss Ac* 





count (profit on hire* 





1 


iNirGhase twreness 
lor the yeari • 

3« 

3 

I 


1 



£*9a ’ 

1 

1 


1 

1933- 






1 

Jan. X 

To Value of stock out on 





1 

liire*parcliase at this 
date 

X9X 

3 

X 

1 

1 

1 
















































































HIRE-PURCHASE ACCOUNTS 


VALUATION OF HIRE-PURCHASE STOCK AT 

DECEMBER 31, 1932. 



Hire-purchase 

l^ger 

folio. 

Total 
number of 
instalments. 

1 

Number 

paid. 

1 

Number 

unpaid. 

4 

1 

1 

|i 
• 1 

Cost. 


Proportion 
of cost. 

$ 

Value of 

! StCKlk. 

1 



» 

1 

i 

* 

1 

■ £ 

s. 

d. 



s. 

d. 

I i 

13 

6 

6 

; 14 

0 

4 

0 

6/12 

7 

0 

0 

3 

4 

2 

2 

1 

: 30 

0 

0 

i 

20/24 

T.'l 

0 

0 

3 

24 

4 

30 

1 1 

43 

i ° j 
' 0 i 

0 ; 

; 40 

0 

0 

4 

6 

' 3 

1 3 1 

40 

0 ! 

: 3/8 

20 

0 

0 

5 

8 

I 

: 7 i 

72 

0 

0 , 

i 7/8 

i: bj 

0 

0 

6 1 

52 

4 

! 48 

50 

0 

0 

4 '^'52 

1 

46 

3 

i 


106 

* 

20 

86 

1 

, 


1 

1 

1 

D9I 

1 

3 

I 


If goods are returned and the agreement is cancelled, the cost price un¬ 
paid must be credited to Stock out on Hire-purchase Account, and debited 
to Hire-purchase Returns Account, the goods being taken into general stock 
at a valuation, and any balance being wTitten otT. For example, if A. Black, 
makes no further payments and the goods are seized. Stock out on Hire- 
purchase Account will be credited with // and Hire-purchase Returns Account 
debited. If the goods returned are worth only £4, Trading Account will be 
debited vith £^‘, Profit and Loss Account be debited with the loss of /3 * and 
Hire-purchase Returns Account be credited with £j. 


Illustraiion 3. The Fibre Gramophone Company manufactures a number 

ol instruments ranging in price from £3 to 100 guineas. These are sold for 

cash or on the hire-purchase system. The hire-purchase price is based on the 

cash selling price, to which interest is added at 8% per annum, with quarterly 

rests. The hire-purchase agreements provide that the total liire-purchase 

price shall be payable bv twelve equal quarterly instalments, the first beine due 

three months after the date of the agreement. The interest is treated in total 

m the company s books, being spread over four years (the vear in uhich the 

greement is signed and the three following years) in the proportions' 26-t'’ ' 
43 - 2 % : 237% ; and 6-8% respectively. ^ ^ iions. 203,,, 

The following ar‘ ^ • 

December 1932: 

Total hire-purchase agreements effected during the year . 

(This sum is made up of Cash selling price /lo — 

Interest =/i,425.) “ ^ . 0,0 , 

Cash instalments received during the year 

“ Januan^ri932 

(Credit balance). Januart'i 103^ 

1930 (Creditbalance), January i’ 103' 

Interest Suspense Account, 1931 (Credit balance)! Januar^T !?32 

accounts in the books of the Fil 
Company for the year ended December 31, 1932. 


for the year to 

i 

5. 

J. 

= 12,000 

0 

0 

= 7,200 

0 

0 

= 10,700 

0 

0 

= 9 

13 

10 

= 217 

6 

3 

7 'V 

E8 

5 


interest suspense account, 1929. 

1 0 ^TA2 10.?. 'aTsiA * —if f - - 


Dr. 




1932 


Dec. 31 ! To Profit and Loss Account 


/ 

9 


J.l d. 
13 iq 
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I 


1932. ! 

Jan. I By 
( 
t 


Balance brouebt for¬ 
ward 


I 

• ^ 


Cr. 


5. d. 


M TO 
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HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT. 193a. 

Total. £^\^ loj. Chargeable: 1930, 26-3%. £187 gd. ; 1931, 43-*%, 
£307 i6s.; 1932. 23-7%, £168 17*. 3d. : 1933. fr-8%. £48 9*. 


Dr. 


193 *- 

I>ec. 31 To Profit and 


Aoooont 
down . 


£ d .\ 193a. 

168 i7j 3I * 
48 9^ d 


By Bilanoe bmiafht for* 


£*17 I 6 i 3 



M7 

{M 7 


* 933 * 
Jan. 1 


By Balance brongkt do«B 


H 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1931. 

Total, ^1,068 155. Chargeable: 1931, 26‘3%, ^^281 ts. yd,; 1932, 43-2%, 
/461 143.; 1933, 23*7%. ;i253 y- lid. ; 1934 . ^*8%. £7^ tys, M 


Ds. 


Ql 


193*- 

De^ 31 To Profit and 


I £ s. d.\ 193a. 
Accoont I 461 14 ol Jan. 1 By 
down . 325 19 5I 


Balance bnoght lar> 


£787 iu' 5 


7«7 Wd 5 
0*7 U 5 


Jan. X i By 


Balance brangbt down . R yas 


H 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1932. 


Total, ;^I,425. Chargeable: 1932, 26*3%, ^374 153. 6 d,; 1933, 43-2%. 
;£6i5 I2S.; 1934, 237%. £337 14«- W.: 1935. ^*8%. £ 9 ^ *8«. 



HIRE-PURCHASE SALES ACCOUNT. 



, ♦ < 

''.j 
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Carrian 


JOURNAL. 



*934. 

31 


1935. 

Dec, 31 


1936. 

Dec. 31 


*93*. 

^ec. 31 Motor Loiry (Hii^Piirchue Accomit) 

Hire Account (5% on £300) . 

To SunUgbl M^tor 

Bong first imtalroent payable nader Hi^Pu 
ment dated January x, X93J, proridixM for 3 
menta ol £113 91. gd. g nm wwt*- m g 
Cash price ^300; iatoest taken at 3%. 

*933. 

>ec. 311 Motor Lorry. 

Hire Account (5% on £409 loe. 3d.) 

To Sunlight tMor Co. 


Dr. i 
Dr. i; 


Motor Lorry .... 
Hire Account (5% on A14 tor. od.) 
To Sunlight Motor Ca 


Motor Lorry .... 
Hire Account (5% on £214 144.9^.) 
To Sunlight Motor 0 >. 


31. 193*. ji 


Dr. 

Dr. 


t 

Dr. li 

Dr. i 


Dr. 

Dr. 


Motor Lorry .... 
Hire Account (5% on £109 191. 9^.) 
To Sunli^t Motor Co. 


Dr. > 
Dr. ; 


•!i 


104 

10 


XO9 

5 


i 9 \ 9‘J 


1 i; 

. i< 


I o 

1 9 


I*5! Si 

. *4 i 6 i 


15 o 
*4 9 


*9! 9^: 


Ck. 




»»» i • • 


I > 


<>s I 9 f 


1*5 


1*5 


«5 


• 9 


9l 9 


9 9 


Db 


MOTOR LORRY. HIRE-PURCHASE ACCOUNT. 


*93*- 

De^3X To Motor Co. . 
*933- 

Dec. 31 ,, Motor Co. . 

*934* 

Dec. 31 i Motor Co. . 
1935- 

Dec. 31 „ Motor Co. . 

1936. 

Dec. 31 ,, Motor Co. . 


t I 

£ iJd. 

90 1 9 9 


; 95 I O 3 

I i ' 

99 *5 3 

I i i 

! X04 15 O 

i ! i 

^ 109 [19 9 

i £500 O O 


1937. I 

JaiL x I To Balance brought down . ; 


500 I o| 


Cn. 



MOTOR LORRY. ACCUMULATED DEPRECIATION. 


Ds. 


Oa 


D^ 31 By Profit and Loss Aeooimt 

(10% on £500) . 

1933- 

Dec. 31 M Profit and Loss Aooont 

(10% on £450) . 

1934- 

D^ 31 „ ftofit and Loss Acooont 

(10% on £405) • 

1935- 

Dec. 31 „ Profit and Loss Aconart 

(10% oa £364 los. mL) 

1936. 

D^ 31 ,, Profit and Loes Aoeonm 

(10% on £3 s 8 11. oA). 




J 















HIRE-PURCHASE ACCOUNTS 683 


SUXLIGHT MOTOR COMPANY (HIRE-PURCHASE ACCOUNT). 

Dr._Cr. 


1932. i ' s. d. 

D«:. 31 By Sundries . . . 115 : 9 9 


(And so on for five years.) 


1931. 

Doc. 31; To Cash 


/ 

I'5 


s. d. 
9 9 


SoU .—The above treatment involves two assumptions, viz. (i) that 
depreciation is pro\ided on the “ diminishing balance system," and (2) that 
depreciation is being accumulated in a separate account. As mentioned in an 
earlier chapter this method is now advocated universally, because of the 
assistance it proAndes in compiling the figures required by the Companies Act, 
1948. \Mjere assets under hire-purchase contracts are in question it is doublv 
advisable, since if the depreciation were credited to the Asset Account year by 
year this account would become verj’ confusing. 

Illustration 5.—The H. F. Meat Company purchases two Motor Lorries 
from the Sunlight Motor Company on a hire-purchase agreement dated 
July I, 1932, providing for twelve half-yearly instalments of £100, commencing 
December 31, 1932. The cash purchase price of the lorries is ^995 Ss., interest 
being computed at 6%, with half-yearly rests. 

Show the accounts of the H. F. Meat Companv up to December 31, 1933, 
and the entries in the Balance Sheet as at that date. Write ofi depreciation at 
10% per annum. 


The H. F. Meat Company. 


JOURN.\L. 


Dr. 


Cr. 


*932- 
July I 


Motor Lorries (Hire-pordiase Account) . .Dr. 

To Sunlight Motor Co. 

Bong present worth of 12 half-yearly insulments of /loo 
commencing December 31, 1932, payable under agree¬ 
ment dated July 1, 1932. Interest'at with half- 
yearly rests. 


995 


s. d. 
8 o 


£ 

995 


s. d. 
8 0 


SUNLIGHT MOTOR COMP.\NY (HIRE-PURCHASE ACCOUNT). 

Dr. 

— - . --- Cr- 


1932- 

Dec. 31 To Cash . 

31 » Balance carried down 


i 1 1. i.i 1932. 
100 o o| July I 

925 5 5 Dtt. 31 


By Motor Lorries Account 
„ Interest .Account (6®© 
for 6 months) . 


£ J. d. 
995 8 0 

29 17! 3 


£t,025 5 3 


£2.025 5 3 


,2933 

Jane 30 To Cash . 

»> 30 tt Balance carried down 


• I 

100 o ol Jan. I By Balance brought down 925 s \ 

853 o 5| June 30 „ Interest .Account ^6% 

for 6 months) . 


27 15 2 


2933. 

Dec. 31 To Cash 


li 


32 ,, Balance carried down 


£953 o 5 


too o ol 
773 12 3 


i'S/S 12 3 


2933- 

July I 
Dec. 31 


By Balance brought down. 
„ Interest Account (6®^ 
for 6 months) . 


£953 o 5 


853 o 5 

( ' 

25 II10 


2934 


Balance 


£878 12 3 

! ; 

778 12 3 
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MOTOR LORRIES jHlRE-PURCHASE ACCOUNT) 




I'533 

July I To Sunlight Motor Co. 


mi 

Jan. I To BataiKe trcxight domi . 


T954. 

Jan. I To BaUzxe brought down . 


t. * i 

* ** ' 

/ 1 A 

By lo*. oa 

orf. Kc ^ U» 04 .) 4A |. . 

.. ?r ,. HaUoc^ dowi 944 ii 7 

txy? ^ C 

I 0 

'as li 7 

LV»: 31 By ,10% fm 

t-445 7 d i 94 II S 

.. 51 „ BiUnce camrd <iowa •S* t 4 

i'as i: 7 

£945 l» 7 

851 i 4 

■ ! : 

f 

4 

1 1 


The H. F. Meat Company. 


BALANXE SHEET. DECEMBER 31. 1933. 


£ J. i. 


fbnder Current Liabilities.) 

Motc'r b'nries on Hire-pur¬ 

Instalments on Hire-purchase con¬ 

chase. at casb purchase 

tracts .775 la 3 

1 

pn:e 


/..eyy AcCT^cate Depr-ria- 


lion .... 


£ t 1. 

995 » o 

144 6 S 




£ 
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Sales for Deferred Payments bv Instalments. 


In the books of the buyer the entries are the exact converse of those 
in the books of the seller. The full cash price will be debited to the 
.\sset Account, the instalments of interest being charged to revenue, 
and depreciation must be provided in the ordinary’ wav. 


Since an outright sale has taken place there can be no entries regarding hire 
in the books of either seller or bu3*er. The normal course, in the hooks of the 
seller, is to debit the buyer with the full cash price of the article when the sale 
is effected and subsequently with instalments of interest as they fall due. In 
the annual Accounts of the seller the asset has been completeh’ eliminated from 
stock, and any balance due from the purchaser will' appear under current 
liabilities. If transactions of this tA-pe are numerous it may be adAusable to 
segregate the total of such debtors from ordinar}’' trade debtors in the Balance 
Sheet on account of the abnormally long period of credit involved; otherwise a 
wTong impression regarding the working capital may be conA-eyed. Further, 
it is, of course, necessar}' to make ample proAision against possible bad debts. 


EXAMINATION QUESTIONS. 

1. Differentiate betAveen Hire-purchase and Instalment Payment, 

2. The Three Speed Motor Company’, Ltd., sold a car (No. 3786) to Hugh 
Dickson on hire-purchase terms as foUovrs: total purchase price of car, £600, 
payable in ten quarterh’ (usual quarter-da^'s) instalments of ;^6o each. The cost 
price of the car to the Company was £430. 

State how the CompanA' should record this transaction in their books, and 
illustrate your answer by two aniv of the Ledger Accounts you describe. 

Society Arts,) 
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3. What are the main features of hire-purchase agreements, and how would 
you show in the accounts the total amounts due under such agreements, and the 
various instalments payable from time to time thereunder ? [Incofporaicd 
Accountants.) 

4 - Explain what you understand by a hire-purchase agreement. Show how 
the books of a furniture dealer, selh'ng goods on the hire-purchase system, should 
be kept, and insert a few typical entries in the various books which you name. 

Show on what principles the Trading Account and Balance Sheet of a business 
of this kind should be constructed. {Incorporated Accountants.) 

5. A Sand and Gravel company hires 100 wagons on the deferred-purchase 

S3rstem over a term of seven years, the rent being pa3'able by quarterly instalments 
of j^2oo, with an addition for repairs of £2 per ^^-agon per annum. Assuming the 
wagon company's charge for interest on the cash price of the wagons to be 5O' 
per annum, make the Journal entries for the first year necessarv to apportion the 
quarterly payments between Capital and Revenue. ' 

6 . A Sand and Gravel company purchased on December 31, 19.... raOwav 
^gons for ^1,000, payable ;^ioo dowm and the balance spread over three years 
by equal annual ^telments plus 5% interest on the balance outstanding 

n- •company- Show the entries required 

m the books of the coUiery company balancing the accounts annually. 

^ ^ f Company obtained wagons on the hire-purchase 

t Payment was to be maL, as to 

^ ^ r at /200 per year ivith 5% interest. 

r ^ Company wnte off 10% depreciation each year. 

mJnJI for the same by half-j^early instalments of /300 ^uch ins^ 

„ol.d. mtem, 00 the eopeld perches, money 

ms*ie j‘^y°“‘' 1 “““? »"'! «>. halt-yearly instalment 

Company s books for the same pericd. (CJertoed dSnfeS) 



Chapter XVII 


ROYALTY ACCOUNTS 


Definition.—Royalty is a money painnent, in the nature of rent, made 

^ ^e, iroduoe, or reproduce certain classes of prop>erty, 

patents, copyrights, mineral rights, etc., the legal OMmership of 
which is vested in another. Thus, the o-wner of a patent is the patentee : 
the ovT.er of the cop_\Tight in a play, book, musical composition, or 
work of an is the author or the anist; the owner of ungotten minerals 
is the owner of the land on or beneath which the niinerals he. A 
patentee, copyright owner, land-owner, etc., may sell his proprietan 
rights outright; or e.xploit them himself; or concede the rights of 
exploitation to others. If he concedes the rights, the consideration 
usiiall\- takes the form of a royalty, i.e. of the payment of a definite 
sum of money for each article sold made according to the patent; or 
for each copy of the play, book, musical composition, or other work of 
art reproduced and sold: or for each ton, or other measure, of minerals 
won. From the owner's point of view, royalties are income, after 
making provision for any capital expenditure incurred that may die 
uith the patent, copyright, or other royaltv-producing propertv. 
From the concessionaire's point of view, monev paid as rovaltv forms 
part of the manufacturing or producing expenses of the business, 
and should be charged to Manufacturing Account. Neither of these 
aspects offer any unusual book-keeping features, and need not be 
dealt with funher. 


Furnierlv, the most important instance of rovalties in the 
United Kingdom was anorded bv coal-minintr rovalties, and as a 
result of the special conditions obtaining in this and similar industries 
a somewhat speciM t\'pe of book-keeping was evolved in order to record 
these transactions. Since royalties on coal were acquired by the State 
and subsequently the whole of the coal-mining industra- has been 
nationalised, the necessity for this type of record no longer arises in 
this particular connection. However, somewhat similar conditions 
mav still arise in connection with collieries abroad and other t^qaes of 
" extractive ” industrv in this countin', such as slate-quarries and 
cTavel-pits. so that the matter which follows here is still of practical 
interest, and examination questions deeding with this subject M'ill 
doubtless Continue to bo set. 


Development Expenditure.—In the case of a new collieiA', the cost 
of development, i.o. of sinking shafts, cutting main roads, installing 
pumpim: and ventilating machinerv'. and erecting surface buildings 
with their machinera', is''capitalised. When the production stage has 
been reached, the method to be adopted for writing off the expenditure 

6S6 
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over a term of years must be carefully considered. This is sometimes 
done by creating a Sinking Fund based upon output. In many cases 
the question of pro^^ding out of revenue for capital sunk in de\‘eIop- 
ment is ignored. In such event aU dividends received must be regarded 
as including a modicum of capital. 

Mining Royalties. —These are calculated in various ^vavs. Usuallv, 
they are based upon an agreed rate per ton, e.g. 6.L per ton. But some¬ 
times the royalty varies for ditterent seams; a greater rovaltv bein? 
paid on coal won from a thick seam that mav be easv to work, than from 
a thin seam that may be difficult to work. When pa\'ing ro\'altv, tiie 
lessee should deduct income tax at the current rate. 

Minimum (Dead, or Fixed) Rent. —In order to ensure that the 

mineral value shall be adequately exploited, the majoritv of mininsr 

leases guarantee the lessor a hxed minimum rent, irrespective of the 

tonnage of coal won. This minimum, dead, or fixed rent merges 

into a royalty when the tonnage won is sufficiently large to co\-er the 

minimum, but it must be paid to the lessor whatever the tonnac'e 
won. 


Surface Compensation. —Mining leases frequentlv pro^■ide for 

pa\Tnent of compensation to the owner of the land shouk damage be 

caused to the surface by subsidence, dumping of refuse, or other cause. 

such claims are likely to materialise, provision must be made to 

meet them. Reseiwes made for the purpose are usuallv based upon 
output. - ^ 


Wayleaves. These are charges or rents paid for the right to trans¬ 
port coal under or over land belonging to neighbcmring land- 

mraers. The charge or rent is generaUv fixed upon'^the basis of the 
tonnage of coal transported. 

duifn^p (Shorts) —In the case of new collieries, the ro\ alties 

development rarelv reach the amount 
short "'hich the rovaltv falls 

^ - avi.' '""1 '' titling leases include 

^riod Ithri for a limited 

rm-alf-i' ^ se\ en }ears) to recover these short-workings out of 

mum rent^ BriefW tk pa^'able exceed in amount the mini- 
the a'rteed rox- If ‘ ^ recei\-es either the minimum rent or 

L fhort^«^^^^^^^^^ "" ""d the amount of 

tWhour/he^ expenditure paid in ad^•ance 

min™ rSl Hov-eve? JhT -coupn^ent, exceed the 

orkm^^s Account implies contidence on the part of the 
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management that the short-workings will in fact be fuUy recouped in 
due course. Any balance which may be standing on the account at 
the end of the period of recoupment must, of course, be written off 
forthwith, since othenHse the following Balance Sheet'will show as an 
asset something that is of no value. Similarly, if, at an earlier stage, 
there is serious doubt as to whether the short-workings will ever1)e 
fuhy recouped, prudence dictates that the balance should then be 
suitabl}’ written down, if not written off completely. 

The entries during the periods in which the right to recoup short- 
workings exists may be summarised as follows;— 

(a) When the Royalty is less than the agreed minimum rent. 

Debit Rovaltv Account with the actual rovaltv earned: 

Debit Short-workings Account with the deficienc}"; 

Credit Lessor with the amount of the minimum rent. 

The Royalt}’ Account is closed by transfer to the Profit and Loss 
Account; the Lessor’s Account is closed by payment of cash. The 
debit balance on Short-workings Account may be carried forward as 
a temporar}’ asset if: (i) the right to recoup these short-workings exists 
in the following year or j'ears, and ( 2 ) if it is probable that the output 
in future will be large enough to enable the short-workings to be 
recouped. 

(b) When the Royalty exceeds the minimum rent. 

(1) If there is a debit balance on Short-workings Account 

Debit Rovaltv Account with the actual rovaltv earned; 

* * ^ V 

Credit the landlord with the minimum rent; 

Credit Short-w'orkings Account with the excess. 

( 2 ) WTiere there are no short-workings to be recovered. 

Debit Royalty Account with the actual royalty payable, and 

Credit the landlord with the same amount. 

It will be seen that, in any case, the Royalty Account is debited 
with the actual royalty payable on the coal " gotten,” and closed by 
transfer to the Profit and Loss Account. Any amount brought fonvard 
from previous years on Short-workings Account, which is found to 
be irrecoverable, must be wTitten-ofif to Profit and Loss Account as 
short-w’orkings, and any amount by which the minimum rent exceeds 
the royalty in any year must, if no right exists to recoup it, be debited 
to that year’s Profit and Loss Account as short-w’orkings. 

The following illustration should make the treatment clear. 

Illustration. —The lease of a collier}’ is granted upon the basis of a roj’alty 
of 6i. per ton on the coal won, subject to a minimum rent of £1,000 per annum; 
the tenant has the right to recoup short-workings during the first seven years 
of the lease, but not afterwards. The output in tons was as follo\s's: 1932* 
first year. 20,000; 1933. second year, 30,000; 1934, third year, 40,000; 1935, 
fourth year, 43,000; 1936, fifth year, 35,000; 1937. sLxth year, 44.000; 193^. 
seyenth year, 36,400 ; 1939, eighth year, 60,000. Ignore income tax. 
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Colliery Company* 


JOURNAL. 


1932. 
Dec, 31 


1933. 

Dec. 31 


1934 - 
Dec. 3X 


Royalty Account. 

Short-workings Account 
To Landioi^ 

Being royalty of 6 d. per ton on 20,000 tons raised and 
agreed mmimiim rent of £1,000. 


Rovaltv Account. 

Short-workings Account 
To Landiorf 

ing royalty of 6 d. per ton on 30,000 tons raised and 
agreed rainimnm rent of £1,000. 




Royalty Account. 

To Landlord . 
Being royalty of 6 


1935 - 
Dec. 31 


Royalty Account.. 

To Landlord .... 

Short-workings Account ..... 
ig royalty of W. per ton on 48,000 tons raised. 
Mi ni m u m rait of £r,ooo, and short-workings recovered 
£200. 






1936- 

Dec. 31 


Royalty Account.. 

Short-workings Account . . * Dr* 

To Landlord.- - ur. 

Bemg r^ty of 6*/. per ton on 35,000 tons rais^ and 

iimom rent of/x,000. 


iini 


1937. 

Dec. 31 


1938. 

Dea3i 


Royalty Acooont. 

To Landlord 

„ SbcMt-wofkings A(xount 

B^ royalty of 6rf. per ton 00 44,000 to 

Mmnnom rent of £1,000, and short-workinis 
£100. * 


Royalty Account. 

Sfeort-workings Account 
To Landlord 

Being royalty of 6J. per ton (m 
agreed minimum rent of £1,000. 


Dr. 


tf 3* I Pr^t and Loss Account 

Stort-workings Account 
\ shoft-woiidi^ written ^ 




1939. 

Royalty Account 
To Landlord 
Bong royalty of I 


1,000 


1,200 


1,100 


i r. ' i. 


1,000 : 0 


1.500 i o I 


1,000 


1,000 


1,000 


L500 


1,000 ' 0 


wh«., th. right '«i 


EXAMINATION QUESTIONS. 

K " “ in connection 

«Icnlfted. SocSv 


v^th coal- 
commonly 







HIGHER BOOK-KEEPING AND ACCOUNTS 

SHORT-WORKIXGS ACCOUNT. 



Dr. 


ig... 

Dec. 31 To Landlord . 
19... 

Dec. 31 ,, Landlord . 


{ ' s. d. 
500 . 0 o 

4 

250 :0 o 


{750 i 0 o 


19... 

Jan. I To Balance brought do'.'\’n 


750 0 0 


i 75 o '■ 0 o 


19... 

J.an. I To Balance brought douT. 0 0 

Dec. 31 ,, Landlord . ' . . '125 0 0 

- . 

Dec. 31 By Landlord / 100 0 0 

,, Balance carried down 575 t 0 0 

1 

£675 0 0 

^675 ! 0 0 

19... 

Dec. 31 To Balance brought do\\-c 575 0 0 

,, Landlord . . . 90 0 0 

I 9 -” . ' t • 

Dec. 31 By Front and Loss .\c- ’ : ■ 

count . . . ^ ■ 665 1 o‘ 0 

£665 0 0 

' i’ t 

£665 lo o 

1 

) 


19... I 

Dec. 31 By Balance carried down • 


10... 
Dec. 31 


By Landlord 
,, Balance carried for¬ 
ward . 


Cr. 


! £ :S. d 

: 750 00 

j 

i i 


£750 . 0^0 

I 

200 o‘o 
550 0 0 


•750 O 0 


2. Explain briefly, by means of pro-forma examples, how “royalties” and 
'* short-workings.” arising out of a mining lease, are dealt with in the books oJ 
the lessee of a colliery. [Royal Society .-iWi.) 

3. The Coaley Colliery Company, Ltd., pay a royalty to a ground landlord 
of gi. per ton of coal raised, with a minimum of £1,200 per annum, with power tc 
recoup short-workings. In the first year they raised 20,000 tons; in the second 
year, 30,000 tons ; in the third year, 44.000 tons. How would vou deal xsnth these 
items year by year in the Profit and Loss Accounts and Balance Sheets of the 
Company ? {Lancashiye and Cheshire InsHiutes.) 

4. The Coal Mine Company, Ltd., took a lease of a coUiert’ from G. Risch foi 
99 years from September 29, at a ground rent of £50 a year, payable half-yearly, 
and a royalty of 6i. per ton, with a minimum royalty of £So a year, payable 
half-yearly. During the first year the Company raised 2,500 tons, and during 
the second year ended September 29, 4,000 tons. The several amounts tc 
G. Risch were paid twenty-one days after becoming due. Write up both Personal 
and Nominal Accounts, and balance them at the end of each year. (Chartered 
Accoiaxtayits.) 

5. .\ and B, colliery proprietors, take a 21 years’ lease at a dead rent of £600 
per annum, merging into a royalty of i5. a ton. The dead rents are recoverable 
out of royalties paid within five years. Soo tons were raised the first year, 
4,000 the second year, and 75,000 the third year. 100 collier}" wagons 
were purchased on the hire-purchase system, by which the wagons, at the end oi 
ten years, became their absolute property in consideration of 155. a month foi 
each wagon. It was assumed by the firm that each wagon would be worth £40 
at the end of the ten years. Show the Ledger Accounts for Dead Rents, Royalties, 
Purchase of Wagons for the first three years. (Chartered Accountants.) 

6. The United Coal Company, Ltd., are granted a lease of 21 years at a 
minimum rent of £4,000 per annum merging into a royalt}’ rent of 6d. per ton oi 
coal raised. During tlie first year the output was 90,000 tons; during the 
second vear the output was 160,000 tons; and during the third year the output 
was 250.000 tons. Make the ncccssar)' Journal Entries and write up the Personal 
and Nominal Ledger .Accounts affected. (Incorporated Accountants,) 


Chapter XVIII 


IXSOU'EXCY 


Xcte .—The abbreviation R.O. used in this chapter = Receiving Order; O.R. — 
Omciai Receiver; C. of I. = Committee of Inspection ; i>. of A. = Deed si 
of Arrangement: B.R. = Bank-rAptcy RuUs, 1013-1026. The references 
are to the Bar.krupicy Act. 1014, unless other.vise stated.] 


It is necessan* at the outset to distinguish between Insolvency and 
Bankruptcy. Insohtncyis the state of a debtor who is unable to pay 
his debts as they fall due; Bankruptcy occurs when the affairs of the 
insolvent debtor have been brought to the knowledge of the Court, 
and he has been adjudged bankrupt by the Court, under the bank- 
niptcy laws. Many insolvent persons never reach the sta.^e of bank' 
ruptcy. They compound \nth their creditors under Deeds ''of Arrange- 
ment, as explained below, and so escape the stigma of bankruptcy 

proceedings. Xevenheless, such persons are frequentlv, but incorrectly, 
referred to as bankrupts. 

There are degrees of insolvency. An insolvent person, hampered 
oR^y h}’ a small deficiency of assets, might continue to trade and incur 
fresh debts; and, if success should attend him, mi£:ht succeed in 
regaining his solvency. But. generally speaking, it "is not in the 
interests of the trading^ community that insolvent persons should 
continue to 3 .dd to their liabilities in the, usuallv, vain hope of recover- 
ing their position. Commonly, the insolvent person needs to be pro¬ 
tected from himself, his assets must be safeguarded so that his creditors 
shall recei\e their ji>ro rata share of them; and, when he has satisfied 
his creditors to his utmost capacity, it is but fair that he should be freed 
froin further liability in respect of his past trading, in order that he mav 
be able to make a fresh start. These are the humane and just obiect's 
that the Bankruptcy Act, 1914, The Bankruptcy [Amendment] Mr/ 
192 , ^d the Bankruptcy Rules, 1915-1926, which now govern ali 
proceedings m bankruptcy, are designed to secure. 


Who may be made Bankrupt.-Any adult person who has com- 
nitted an Act of B^kruptcy \nthin three months of the date of the 
3 etition and whose debt or debts to the petitioning creditor or creditors 
momt to /50 may be made a bankrupt. It is doubtful if an infant 

has attained his 

najont}, if the debts were contracted for “ necessaries." 

^ V debtor may be made bankrupt if he is subiect 

uptcy has committed an act of bank- 

yyried irowie;;.—Evert- married woman who carries on a trade 

separately from her husband or not, is subject 
0 the bankruptcy laws as if she were a single woman, 

691 
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Lunaiics .—Persons of unsound mind can apparently be made 
bankrupt only with consent of the Court in Lunacy, or on an act of 
bankruptcy committed while sane. 

Comicts. —These may be made bankrupt. 

Bankruptcy Petition.—Proceedings are begun by the presentation 
to the Court of a petition * asking for a Receiving Order. This may be 
done either by the debtor or by a creditor or creditors. If the debtor 
himself petitions, he must allege inability to pay his debts, and the 
Court will then immediately make the Order. Usually the petition is 
presented by one or more creditors, whose debt, or combined debts, 
amount to the sum ol £50, and then the petition must show that the 
debtor has committed an act of bankruptcy within three months of 
the presentation of the petition. A sealed copy of the petition must 
be served on the debtor not less than eight days before the day fixed 
for hearing the petition. The granting of a R.O. does not m^e the 
debtor a bankrupt, but it protects his property by placing it under the 
control of an oificer of the Court, termed the Official Receiver. 

Acts of Bankruptcy.—An act of bankruptcy is an act, or default, of 
a debtor, deemed by the Court to be etidence of insolvency, any one 
of which, committed by a debtor, entitles a creditor to present a petition 
in bankruptcy against the debtor. Briefly stated, they are, by S. i 

(i), as follows :— 

(1) If the debtor makes a conveyance or assignment of his 
propeny to a tmstee or trustees for the benefit of his creditors 
generally. 

(2) If he makes a fraudulent convej'ance, gift, dehvery, or trans¬ 
fer of his property or of any part thereof. 

(3) If, being under no pressure so to do, he, with the intention of 
giving a creditor, or any surety or guarantor for the debt due to 
such creditor, a preference over the other creditors, makes any 
conveyance or transfer of his property or any part thereof, which in 
law would be \ oid as a fraudulent preference if he were adjudged 
bankrupt. 

(4) If, with intent to defeat or delay his creditors, he does any 
of the following things:— 

[a] Departs out of England, or, 

\b) Being out of England, remains out of England, or 
(^c) Departs from his dwelling-house, or otherttise absents 
himself; or begins to keep house. 

(5) If execution against him has been lewied by seizure of his 
goods under process in an action in any Court, or in any citil pro¬ 
ceeding in the High Court, and the goods have been either sold or 
held bv the sheriff for twentv-one davs. 

• Upon the presentation of a Petition with the Official Receiver, the debtor 
must deposit £5. If a creditor petitions, he must deposit If 10s., and such further 
sum as the Court may direct to cover fees and expenses. {Bankruptcy Rules, 

1026.) 
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(6) If he hies a declaration of his inability to pay his debts, or 
presents a bankruptcy petition against himselh 

(7) If a creditor entitled to enforce a final judgment for any 
amount against the debtor sen'cs on him a P-ankruptev Notice, and 
the debtor does not uithin seven davs complv vdth the requirements 
of the notice. 

(S) If the debtor gives notice to any of his creditors that he has 
suspended, or that he is about to suspend, payment of his dobts. 

Recening Order.— If the petition is presented by a creditor, it must 
be verified by affidavit. At the hearing, the Court rL*quires proof of 
the petitioning creditor 5 debt, e^■ide^cc of the service of the petition, 
and proof of the commission of the act of bankruptev. If the Court 
is satisfied on these points, it may make a R.O. 

WTien the R.O. is made, the O.R. becomes the receiver of the 
debtors property, and all actions against the debtor's person or 
pmperty in respect of any debt provable in the bankruptcy are pro¬ 
hibited, except by leave of the Court, and on such tenns as the Court 
ma\ impose. The R.O. must be ad^'crtised in the Gjztttc. and in one 
local paper. The debtor is not yet a bankrup-t. Before the (hnirt 
Mifill make an Adjudication Order dt:-clarin£;^ the debtor bankrupt, the 
debtor has to submit to the O.R.. in duplicate, a Statement of Affairs 

as at the date of the R.O., attend the hirst Meetirm of his creditors, 
and submit to his Public Examination. 

Statement of Affairs.—After the R.O. is m.adc. the debtor must 
make out and submit to the O.R. a Statement of Affiairs. in the pre¬ 
scribed form. If the R.O. was made on the debtor’s own ix-tition 
ffie statement must ^ submitted within three days of tlx- date of the 
R.O., if on a creditor s petition, then v.ithin seven da\'s of its date. If 
necessary, the debtor may obtain professional assistance in prepanng 

this statement. Xon-disclosure of anv propertv bv the debtor is a 
misdemeanour. 

The official statement of Attairs m bankruptev c-u'i'^'Ats of the 
following formsx . - ■ - 

(i) The Front ^heet, which is a statement in siimman.' form 
ino^^ng the debtors estimate of his property and liabilities' The 
propertv is not shown at book values, or the'values to tlie business 
^ going concern as in a Balance Sheet, but at the estimated 

break-up values. The object of this statenu-nt is to 
e^tmate the amount available to meet the claims of unsecured 

preferential and secured creditor^. 

e bankruptcy and rely on their securitv to satisfv their claims 

unsecured creditors lor the 

eith^ a balance of this Statement wiU show 

either a deficiency or a surplus. 

meif of aT' the totals shown in the summar^• State- 

-ecured, C, Creditors Panly secured; D, Liabilitv of Debtor on 



694 HIGHER BOOK-KEEPING AND ACCOUNTS 

Bills Discounted other than his o\™ acceptances for value; E 
Contingent or other habihties; F, Creditors for Rent, etc., recover¬ 
able by distress; G, Preferential Creditors for Rates, Taxes, and 
Wages; H, Property; I, Debts due to the Estate; j’ Bills of Ex¬ 
change, Promissorv- Notes, etc., available as assets; L, In substitution 
for such of Sheets A to J as \\iil have to be returned blank. 

(3) The Deficiency (or Surplus) Account (List K). This explains 
how the deficiency (or surplus) sho\ra in the Statement of Affairs 
arose. It is practically a Capital Account of the Debtor, and starts 
ufith the opening Capital (or Deficiency) at a date twelve months 
before the date of the R.O., or from such other date as the O.R. mav 
fix. The net profit from the business and any other income during 
the period is also shoum. Against this is set-off business losses 
(including the amounts \^Titten off assets brought into the Statement 
of Affairs below cost or book value), and expenses, other than trade 
expenses, such as household expenses. The balance of the 
account shows the deficiency (or surplus) as per the Statement of 
Affairs. 

Preferential Creditors. —Certain unsecured debts are payable in 
priority to other unsecured debts; and as amongst themselves certain 
of these preferential debts have a pre-preference. 

Preferential Debts with Pre-Preference. 

{a) Money or property belonging to a Trustee Sa\'ings Bank 
which has come into the possession of a bankrupt official of the bank 
by virtue of his office {Savings Bank Act, 1S63, S. 14). 

(b) Monev or property belonging to a Friendly Societ}’ held by a 
bankrupt official of the Society {Friendly Societies Act, 1895, S. 35). 

(c) Mffiere the estate of a deceased insolvent is being adminis¬ 
tered according to the laws of bankruptcy, the funeral and testa¬ 
mentary* expenses incurred on behalf of the deceased by his legal 
personM representative (S. 130 (6)). 

(i) The expenses of a Trustee under a D. of A. that has been 
avoided by bankruptcy, so far as they were incurred in canning out 
the duties imposed by the D. of A. Act, 1914. 

Preferential Debts.— SS. 33 and 34, the follo%ving debts are 
paid after the costs of the bankruptcy have been defrayed and before 
other unsecured debts. 

{e) All parochial or other local rates due from the bankrupt at 
the date of the R.O., and having become due and payable tvithin 
twelve months next before that time, and all assessed taxes, land 
tax, or income tax,* assessed on the bankrupt up to the 5th day of 
April next before the date of the R.O., and not exceeding in the whole 
one year’s assessment. The amount of any purchase tax due from 
the Bankrupt at the date of the R.O. and ha^-ing become due wthm 

* Income Tax includes taxes assessed under any schedule, as ■'veil as profits 
tax and excess pronts le\y. Further (Finance Act. iQ5_2), it now includes tax 
deducted from employees’Vemuneration under the P.A.Y.E. regulations. 
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twelve months next before that date. If more than one year's taxes 
are due, the Revenue Authorities may select any one vcar as pre¬ 
ferential, and rank as unsecured for the balance. IncoiTK,' Tax de¬ 
ducted from interest, etc., not payable or not wlnilly pavable out fo 
profits or gains brought into charge (Rule 21, General Rule, Income 
Tax Act, 1918), and not handed over to the Revenue at the date of 
the R.O., can now be assessed under S. 26 finance Act, 1927, and so 
made preferential. 

(/) All wages or salary of any clerk or servant in respect of 
services rendered to the bankrupt during four months la-fore tlu- 
date of the R.O., not exceeding £200, whe ther or not earned wholly 
or in part by way of commission. 

(g) All wages (whether jxaN-able for time or for luece work) of 
any workman or labourer, not exceeding £2f)o, in rcs])ect of ser\'ices 
rendered to the bankrupt during four months before the date ni the 
R.O. Provided that, w lere any agricultural labourer has entered into 
a contract for the payment of a portion of his wages in a lump sum at 
the end of the year of hiring the priority shall extend to the whole of 
such sum, or part thereof, as the Court mav decide to be due under 
the contract, proportionate to the time of .service up to the date of the 

R.O. 

(//) All accrued holiday remuneration becoming payable to anv 
clerk, ser\ant, workman, or labourer (or in the case of his death to 
any other person in his right) on the termination of his emplo\-ment 
before or by effect of the receiving order. 

(0 All amounts due in respect of compensation under the Work¬ 
mens Compensation Acts, the liability wherefor accrued before the 
date of the R.O., if the bankrupt is not insured, being amount-' in 'satis¬ 
faction of a right which arises or has arisen in resfiect of emplovment 
before the 5th dav of July 1948 (the day on which the fational 

Insurance Act 1946, became effective), (this is now of little more 
than historical interest.) 

(;') All amounts due in respect of contributions payable during 

the twelve months next before the date of the R.O. under Va/mmi/ 
Insurance Act. 

is not a preferential creditor, but his claim is 
the preferential debts owing to his power of distress 

due to him from the bankrupt, at any time before or'after the cor^l 
mencement of the bankruptcy; but if he distrains after the commence- 

adjud.cat.on order. He ranks as an unsecured credi'toi (or 

a .'s soon as possible after the debtor has 

?ourt as tJ'I ® "a a P*'''''- wamitted in open 
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First Meeting of Creditors.—The O.R. must, ha\-mg given six clear 
days’ notice in the Gazette and in a local paper, call a first meeting of 
creditors to be held not less than fourteen days after the date of the 
R.O., unless the Court appoints a later day. The O.R. sends to each 
creditor, mentioned in the Statement of Affairs, notice of the time and 
place of the meeting, and a copy of the summary statement of affairs— 
the " front sheet,” together vdth his obsen'ations thereon. Forms for 
proof of debts, and proxies, and a copy of the scheme of composition 
or arrangement, if any is proposed by the debtor, are also sent to the 
Creditors. 

The debtor must attend the meeting and answer questions put to 
him. The O.R. or his nominee acts as chairman. The main business 
of the meeting, after obtaining any information and explanations 
required from the debtor, is to decide whether the scheme of composi¬ 
tion (if any) proposed by the debtor shall be accepted. In order to be 
binding, such a scheme must receive the assent of a majority in number 
representing three-fourths in value of all the creditors u'ko have proved 
their debts, and must afterwards be sanctioned bt’ the Court. Credi¬ 
tors may assent to, or dissent from, the scheme by means of a Voting 
Letter, which must reach the O.R. the day before the meeting. If no 
scheme is proposed, or if the scheme proposed is rejected, the creditors 
then decide whether the debtor shall be adjudicated bankrupt. If they 
so decide, they may then appoint a Trustee and 3. Committee of Inspection. 
This business is transacted b}' Ordinary Resolution, i.e. a resolution 
passed by a simple majority in value of the creditors present personally 
or by proxy at a meeting of creditors, and voting on the resolution. A 
Special Resolution is one decided by a majority in number and represent¬ 
ing three-fourths in value of the creditors present personally or by pro.xy 
at a meeting of creditors, and voting on the resolution. Special resolu¬ 
tions are necessan.-; (a) to remove a Special Manager; [b) to make an 
allowance in kind to the bankrupt; (r) to resolve that some person 
other than the O.R. shall, in the case of a small bankruptcy, be appointed 
Trustee. 

Small Bankruptcies.—These are bankruptcies where the assets are 
not likelv to exceed £300. The O.R. acts as Trustee, except as above 
mentioned. In these bankruptcies, there is no C. of I., advertisements 
are dispensed with, and the estate is wound up in a summaiy manner. 

Adjudication Order.—\Miere the creditors pass a resolution that the 
debtor shall be made bankrupt; or pass no resolution; or do not 
meet; or where a scheme is proposed, but is not approved mthin 
fourteen davs of the conclusion of the public examination, or within 
such further time as the Court may allow; the Court wdl adjudge the 
debtor bankrupt. Thereupon the banknipt’s property vests in the 
Trustee and becomes di^■isible among the creditors. Adjudication 
Orders are advertised in the Gazette and in a local paper._ Lntil a 
Trustee is appointed the property ^•est5 in the O.R. The adjudication 
order mav be annulled if a Scheme of Arrangement or Composition is 
subsequently approved; or if the Court should aftenvards decide 
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that the debtor should not have been made bankrupt, and no offences 
against the bankruptc}' laws are pro'ved against him : or if the debts are 
paid in full. The commencement of the bankruptcy dates back to the 
date of the act of bankruptcy upon which the petition was founded, 
or to any prenous act of bankruptcy which the trustee can prove to 
have been committed by the debtor within three months of the date on 
which the petition was presented. This doctrine of the “ relation 
back ” of the bankruptcy to the first available act of bankruptev is 
often of the greatest assistance to the frustee in enabling him to trace 
and attach the bankrupt’s property. 


■As soon as the Trustee obtains 


Ta kin g Possession of the ProperUa- 

his certificate of appointment, he proceeds to take possession of th 
bankrupt’s property. The only propertv e.xempted is:— 

[u) Property held by the bankrupt on trust for anv other person i 

ip) Trade tools, wearing apparel, and bedding to a \’a ue not 
exceeding £20 in all (5. 38). 

Further: 

(c) Property of the debtor the ownership of which, in the event 

of the debtor s bankruptcy, passes to others. But no one can settle 

his own property upon himself, so as to pass the propertv to others 
m the event of his bankruptcy. 

{d) The benefit of contracts that can be carried out onlv bv the 

personal skill of the bankrupt, £.g. contracts entered into bv an actor 

but to no greater extent than is reasonably sufficient to maintain the 

bankrupt and his family. These personal earnings mav include 

commission earned by the bankrupt, but not the profits of a business 

no matter how great the personal skill required for its conduct' 
e.g. dentistry. 

{e) WTiere the bankrupt is a beneficed clergyman, an officer in 
he Army or Xavy, or a Civil bervant, so much of the stipend as the 
of the diocese, or the Court, tvith the consent of the chief 
officer of the department under which the stipend is enjoved as the 
case may be, shaU reserve to the bankrupt iSS. 50 and 51 T') 

(;) Where the bankrupt is in receipt of a salarv or income other 
tham mentioned m [e) above, or is entitled to anv half-pav. or pension 
or to any compensation granted by the Treasung so much of'this 
incoine as the Court may permit him to retain (S! 51 

tpon proof of his appointment, the Trustee becomes possessed 

them^ b^krupt, and can sell and tranifer 

them. If the shares are not fuUv paid, the Tnistee can disrbim 

Ms^tb^^ estate in which 

se the company can prove for any outstanding or future calls. 


cr 


(a) AU such property as mav belong to or be vested in 

bankrupt at the commencement of the bankruptev, and ail propertv 
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that may be acquired by or devolve on him before his discharge; 
and the capacity to take proceedings for exercising all such powers 
in or over or in respect of property as might have been exercised bv 
the bankrupt for his own benefit at the commencement of his bank¬ 
ruptcy or before his discharge, except the right of nomination to a 
vacant ecclesiastical benefice. 

Property acquired by or devolving upon a bankrupt after the 
commencement of his bankruptcy is known as ‘‘ After Acquired 
Property.” 

(b) All goods being, at the commencement of the bankruptcv, 
in the possession, order, or disposition of the bankrupt, in his trade 
or business, by the consent and permission of the true ouner, under 
such circumstances that he is the reputed owner thereof, provided 
that things in action other than debts due or growing due to the 
bankrupt in the course of his trade or business shall not be deemed 
goods within the meaning of this section. 

Committee of Inspection.—The creditors may, at their first or sub¬ 
sequent meeting, by resolution, appoint a C. of I. to superintend the 
administration of the estate by the Trustee. The Committee must 
consist of not less than three or more than five creditors who have 
proved their debts, or persons holding a general proxy or general power 
of attorney from such creditors. The C. of I. meets at such times as it 
may appoint, and, failing appointment, at least once a month. The 
Committee acts by a majority of its members. The Trustee must have 
regard to the Committee’s instructions, and certain acts can be done 
only with the Committee’s sanction. A member of the C. of I. may be 
removed by an ordinary resolution of the creditors. WTiere there is 
no Committee, the O.R. carries out its duties, subject to the direction 
of the Board of Trade. Members of the C. of I. are entitled to their 
expenses, but not to remuneration for their seiwices, except by sanction 
of the Court. No member may, without leave of the Court, purchase 
any part of the debtor’s estate,'or, where the trustee is can^'ing on the 
debtor’s business, derive any profit from suppljdng goods to the 
Trustee. 

Proof of Debts.—As soon as possible after the R.O., creditors must 
prove their debts by lodging with the O.R., or the Trustee, an afl&davit 
made personally or by their authorised agent. Proofs for claims 
exceeding {2, other than for workers’ wages, or Crown debts, must bear 
a IS. 6d. Bankruptcy Stamp, or a postal order for that sum must be 
sent to the O.R. or the Trustee. A single proof may be made by the 
debtor, or foreman, or other person on behalf of the workmen, for 
the total claim in respect of wages owing. Proofs of debt must be 
admitted or rejected bv the Trustee within twenty-eight days of receipt, 
but where the O.R., or the Trustee, has given notice of his intention to 
declare a dividend, then within fourteen days of the date mentioned in 
the notice as the latest date by w’hich proofs must be lodged. 
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Debts Provable in Bankruptcy.— Al! debts and liabilities, present 
or future, certain or contingent, to which the debtor is subject at the 
date of the R.O., or to which he may become subject before his dis¬ 
charge bv reason of anv obligation incurred before the date of the R.O., 
shall be deemed to be debts provable in bankruptcy (5. 30 3'). 

Debts not Provable. —The following are not pro\able in bank¬ 
ruptcy :— 


(a) Demands in the nature of unliquidated damages arising 
othenvise than by reason of a contract, promise, or breach of trust. 

(b) Debts or liabilities contracted by the debtor with anv person 
who had notice prior to the contraction of the debt that the debtor 
had committed an available act of bankruptev. 

(c) Debts or liabilities, the value of which are, in the opinion of 
the Court, incapable of being fairly estimated (S. 30 [T:, 2“, and [b ). 

Deferred Debts.— Certain debts, detailed on p. 694, are preferential; 

not rank for pa\-ment until the 
ordinarv' unsecured creditors have been paid in full.' The following 
are deferred debts:— ^ 


(a) Money lent under a written contract, signed by, or on behalf 
of, all the parties thereto, to a person engaged, or about to engage 
m business, whereby the lender receives a share of the profits of the 
business in lieu of interest, or a rate of interest dependent upon the 
profits. Any security is not affected [Partnership Act, 1S90, S. 2 3'). 

(b) A share of the profits of a business, whether bv wav of annuitv 
or othervnse, due to a vendor as consideration for the sale bv him of 

the goodwdl of the business. Any securitv is unaffected (Partner¬ 
ship Act, i 8 go. S. 2 j [ei). ' 

(c) Money or other estate lent or entrusted bv a husband to his 
\nfe for the purposes of her trade or business (S. 36 T j. 

(a) Money or other estate lent or entrusted bV'a wife to her 

husb^d for the pu^ose of any trade or business carried on bv him 
or othenvise (S. 36 Tg :). 

limtV'^.T' or property contributed by limited partners under a 

tp) Rules, 1909,4 •4j). ^ ^ 

Claims of trustees of a marriage settlement in which the 

^ttler covenants for future payments of money, or future settle- 

ments of property m which he had, at the time of making the sc - 
ment, no estate or interest [S. 42 [2]). 

of 5 S'^l'edulc to the Act 

^ Bankruptcy (imeS- 

shall surrender hrs security, tmless the Court alloirs him to w 
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ill'.HI k l^onK KM I'lN*. ANI> * 

alTi'Javit -*n Mi*.h I*. TTU' i- ;*> r* [.ns iK' i;t I ar,\ i-kn^lN ur *>li:i* rm*j^ 

.1-* ihr < f»urt nui\' ruri>i'ii'r lu^t 

« » 

A M^ourrJ crrilitMf i> (jr!“ t h 4<{s a n^tnca^a-. or lim on 

any pruj^-rty ot thv h.tiiki’iy-t as N curit\ f^tr tht- <kbt iluf* i*i him 
^uch a creditor niav i^^n^rr the bankrupt^v alt'^r-tln r ainl rraiiv* l^^r 
security, a*.C'»untHi,^ to the Iru>t't for an\ Mir[*lus r»tnau.ir*i; aft»"r 
rt'Cover\' tiic amount <4 the debt w.th n.tt n -t and the exjviw. ..f 
realising the Set unty. Or he may .vd_-pt c-ne of the three ^uarv*^ 
following: 

(u) Surrender liis >ecuntv and { ro'.e (or the wholt* debt 

(^) Kealiv.- his sc'euntv and prove for anv haJance that renuini 
undischariied. 

u') Estimate the value of h!>. Momriiy and pmve f..r the balantt 

If the creditor adopts the last-m*-ntioned course. U ' al>jve. the 
Trustee may redeem the security at the creditor’s v^duation. or. if 
he is dissatisfied with the wduatiun. re juire tlie projx^rty to l>e sold, in 
which case the creditor can prove h»r any balance remaining after 
crediting the ppxeeds of sale. A secured creditor mav at anv time, 
bv notice in writing, require the Trustee to elect whether he will or 
will not exercise his nght to redeem the security, or to require the 
property to be sold, and if the Tru>tee dxs n-'t within six months of 
the receipt of the notice signify to the creditor, in writing, that he will 
exercise either right, then the property vests in the creditor at the 
estimated value that he has placed upon it. 

If the security rests upon the estate of a third jxuson. tr.g. a guaran¬ 
tor, or is held on a separate estate against a joint debt, the security 
need not be valued, and the creditor may prove for the whole debt. 


Execution Creditors.—A creditor who has obtained judgment 
against a debtor may enforce the judgment by levying execution on the 
land or goods of the debtor, or bv attaching debts due to the debtor. 
No such execution or attachment is valid acainst the O.R. or the 
Trustee unless it is completed before the date of the R.O., and before 
the judgment creditor has had notice of the commission by the debtor 
of an available act of bankruptcy, or that a bankruptcy petition has 
been presented by the debtor, or by his creditor or creditors. 


Partnership.—Firms, like individuals, are subject to the bankruptcy 
laws, but limited companies are not. Limited companies ^e wound 
up under the Companies Act, I94i>, and the Companies 
Rules, 1949. A petition may be presented, and a R.O. be made against 
a firm in the firm name, but the adjudication order is made against 
each partner separately. The partners must prepare a statement of 
affairs for the partnership, and each partner must prepare a statement 
of his separate affairs. There is a joint estate of the partnership assets 
primarily liable for the firm’s debts, and the separate estate of ewii 
partner primarily liable for each partner's separate debts. The j<^t 
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partnership estate is first applied in payment of tlie joint partnership 
debts, and each partner’s separate estate is first applied in pa\-ment ol 
his separate debts. Any surplus on a partner’s soparatt' est.ite giies 
into the joint estate, if there is a deficiency on the joint estate, but the 
intention to transfer such a surplus must first be advertised in the 
Gazette. Should there be a surplus on the joint estate, it is di\ ided 
among the separate estates in proportion to the right and interest of 
each partner in the joint estate. \\ here a R.O. is made against a firm, 
both the joint and separate creditors are summoned to the first meeting 

of creditors. The Trustee appointed bv the joint creditors acts aho as 
Trustee for the separate estates. 

The bankruptcy of one partner of a firm docs not necessarily in\’ol\'e 
the bankniptcc of the firm, but, in the absence of any agreement tf) the 
contrary-, it dissolves the partnership. 


Discharge of Bankrupt. On conclusion of his jaitilic e.xaniination, 

discharge from bankrui)t('\-, 
Ihe O.R. gnes notice to CN'cry creditor of such an apfilitalion. The 
Court_ may at its discretion grant, refuse, or suspend the order, rm it 
mav impose conditions prior to granting the order, such as that the 
bankrupt shall consent to judgment for a fi.xed amount, the jud^numt 
to be satisfied out of the after-acquired propertv of tlie hanknipt 
If the bankrapt has been guilty of felonv.'or any misdemeanour, 
as specified in Ss. 154-156, that will constitute grounds for refusal 

refused, or, if not refused, mav be suspended 
vhere the bankrupt is shown to have failed to keep proper book, o^ 

to have continued to trade knowing himself to be insolvent, or to hac'e 

contributed to his bankruptcy by rash speculation, or unjustifiable 

/^"^tiling, or culpable neglect of liis business, 

proved against him. -■ 

the failure to keep proper books of account 
might entail the refusal, or the suspension of th^ order of discharg - 

or the grant of it only upon tenns. It did not amount to a m.sdemeam 

ur, which may entail not only refusal of the order of discharge but 

bankrupt or had previoudy made a composition or arraimemcnt \vith 
hs creditors. Now. by the Bankruptcy 

&.ie" 

liabilities do not exceed £500, and in any other case^Yo’o. ^ 
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The new Act further pro\'ides that, except in respect of retail sales 
made to the actual consumer, proper accounts must be kept of all sales 
and purchases with sufficient detail of buvers and seUers to enable the 
goods and the buyers and seUers thereof to be identified. This is an 
attempt to prevent " long-firm ” frauds. The Act gives the Court 
unfettered freedom regarding the period during which a bankrupt’s 
discharge may be suspended. ^ 

Lndischarged Bankrupt.—It is important that a bankrupt should 
obtain his discharge. 

\Miere an undischarged bankrupt either alone or jointly with anv 
other person obtains credit to the extent of /lo or upwards from anv 
aerson without informing that person thaf he is an undischart^ed 
aankrupt; or engages in any trade or business under a name other than 
that under which he was adjudicated bankrupt without disclosing- to 
aU persons with whom he enters into any business transaction the n am p 
under which he was adjudicated bankrupt; he shall be guilty of a mis¬ 
demeanour (S. 155). 


Official Forms.—The prescribed forms which the debtor must em¬ 
ploy when submitting his Statement of Affairs are shown on pp. 705-712. 

—From the fcllowin? parriculars prepare the Statement of 
Affairs and the Dehciency Account ol'S. P. Endthrift. The Deficiencv Account 
13 to start at the commencement of business. The R.O. was dated December 
1030. 

Business Balances, December 31, 1930:— 

Capital Account, 3633: Trade Creditors, i2.3oo; Expenses, £140; Rent 
:one }-ear'. * 300; Loan on Security 01 Freehold House, £i,oco; Bank Overdraft, 
- :oo ; Bills Payable, £ 1,000 ; Liabiliu'on Bills Discounted, £^,500 (Estimated to 
rank, ^350^ ; Income Tax due, IQ4S-40, £iqo, 1949-50, /30? Rates (sLx months, 


(A'alued at £i,2co: ; Trade Fixtures at Cost, £300 ^Valued at £100); Debtors: 
Good, Amo, Doubtful. £400 lEstimated to produce Bad, £i,oio. 

Pri\*ate Assets and Liabilities: Hc.usenold Furniture, -^ 450 ; Household 
Debts. -00: Life Poiicv for -^‘2,000. Surrender Value, -*'130, held bv Bank as 
security for cA-erdraft. 

The business was commenced on Januart* i, 104S, with a Capital of £3,000. 
Profit for 194S, £306: Loss for 1940, £202: Loss for 1950, £779. Drawings 
were £600 per annum. [SciuUon, pp. 711-712.) 



IX'OL\'KN'^\ 


i 



nil I 






( KI'-.DI IOHS Sl'CnKICI). 


706 HIGHER BOOK-KEEPING AND ACCOE'NTS 



Siffnalurv 








IXSOLVENXY 




/ >at< J 









HIGHER BOOK-KEEPING AND ACCOUNTS 



.fAHfVttihS 










rxSOLVEN'C\ 



I )\H' tl) 

/.<'ss cont ra accoiiiil 

No SIK li claim shoiilfl bo inciti.lod in Slirol A. 











































SMIV.’I.'IV .•lO XNMIAI/IJ.V.I.S 


IXSOU’EN'CY 


/ 


1 





IJ 


Ilb.HFK I’(K)K aM» A< ( UIMS 


I-l-1 


I 1 i li ; i N \ * 'K Kin > A* ( Ml .\i 


} X -T" 






•• r 




^ * r . « 

■ . 4 


N-: {-T ‘.L •- 


>4: 

• > • r n. \ :i . i r 




;ri»’ .> If.,' i. 4 

^ ' J I •.*. !r *. ..-r ..* * • 

) ir. ay. 1. 1 ,4*f> 

}'ris 

LiJ- P’. 

H UM-r. .: 




I> r. 

Ar i.r> 


*■> r<r ^ *. a* •• ■ 


t « 






S > 


% .1 ,A.t *« 




> h I 




t 

• ^ 

9 


' > 
1 . 


t 

• ^ I 


► 4 r- • 


• - r N. i 

■'t • 4. .5. tr.s-V 
« ■ ••■'W I ii r ,ri-* 

•if* e : 

,*• 'i-iiF •,♦..4. Ir^.v 

» J- !► -U • J ft 
: •.> 

. 

*► * # f 

A. h.ii 


f 4 .•• • 


r ^ • 


h • t ^ f ’ ^ 

! ■ ^ ^-r • 

X •, •. »• ' 




‘ .^!.s K?rt * i! ,1 


h. 


J « 






• 4 


^ ■;» 


© 0 


t? t 




.V'/r5.— I The T'nv:: 


.. .if';-.j 


L.rt'J.t- ri are c ^n-p^ v.-«J 


Trc.de . 

Exft^rees 

Kent ,six months 
Bills Payable 
Income Tax, 1940-= ;■ 
Salary in excess of :■ 
Household Debts . 


£ 

s 

J 

2.5t<‘ 

0 

0 

140 

0 

0 

ISu 

0 

0 

1 

0 

0 

5 '^ 

0 

0 

fO 

0 

0 

00 

0 

0 

4.0 so 

0 

0 


{2t The I^eferer.t.al Cre^iitv ts are restricted as loll '.vs . 



£ 

5 

d 

Rent only six months recoyerable l-y distraint' 

Income Tax .only one year preferential, but any one 

150 

0 

0 

year may be chosen , 104S-49 .... 

200 

0 

0 

Bro^^m, workmen s wages, . , . . . 


0 

0 

Jones 

Salary- {not to exceed {200 in respect of any clerk or 

‘4 

0 

0 

serx’ant) , 

200 

0 

0 

It a t c^ 

55 

0 

0 


£^65 o o 



The balances are included ’with the unsecured creditors. 

(3) Subject to the costs of the bankraptcv, there is £2.725 available to meet 
the claims of unsecured creditors, amounting to £4.450’ 
















IXSOLVHNXY 


Thk Trustee. 

Appointment.—After the ckbiMr has been adjudicated bankrupt, 
the O.R. acts as Trustee until some* other person is aj)jK)iiiied s(j to 
act. Any person may be apjjointcd by the creditors bv ordinary 
resolution, or they may leave the appointment to the of 1 . T lie 
Board of Trade may object to the person appointed if his conncrtion 
^\■ith the debtor, or any creditor, or his personal interest in the debtor’s 
estate would make it difficult for him to act impartially: or if he has 
previously been removed from a trusteeship for misconduct; or if his 
appointment was irregular. Should the creditors fail to ajjpoint a 
Trustee, the Board of Trade may do so, but the creditors or ilie C. t.f 1 . 
may, at any time, substitute their own for the Board’s nominee. The 
Trustee's appointment must be gazetted and advertised in a local pa|)er. 

’ as the Board of Trade Tnit\- 
require, and with the creditor^’ consent the premium on the guarantee 

bond may be charged against the estate. The amount of the bond 

may be reduced from time to time with the consent of the Board of 
Trade. 

Duties. The Trustee s duties arc to take possession of the debtor's 
property, realise it, and apply the proceeds in paying: (t^) the costs of 

the bankruptc}, including his own remuneration, [b) the creditors and 
(c) returning any surplus to the debtor. 

Powers.— By S. 54, where any part of the property of the bankrupt 
consists of land of any tenure burdened with onerous co\’enants, of 
shares or stock in companies, of uni»rofitabIe contracts, or of anv other 
property that is unsaleable, or not readily saleable, bv reason of its 
iinding the possessor thereof to the performance of any onerous act 

A V sum of money, the trustee, notwithstanding 

that he has endea^•oured to sell or has taken possession of the propertx^ 
or exercised any act of ownership in relation thereto, may, by writiiir: 
signed by him, at any time within twelve months after the hrst'appoint- 
ment of a trustee, disclaim the property; pro\-ided that where anv such 

knowledge of the trustee within one 
month after such appointment, he may disclaim such property at 

any tme tvithin twelve months after lie has become aware thereof 

or such extended pienod as may be aUowed bv the Court. 1 his iiower 

Iron The ^ deteniiine, as 

from the date of disclaimer, the bankrupt’s riyhts and liabilities in 

fromand also to^discharye the trustee 

when the property vested in him . a. 11 om me date 

Trustee has power to sell the bankrupt's property bv 
Srif* IS beneficially entitled in the same manner as the bankrupt 

S ete" 1‘ ri!"- ‘'id° "'1'’'''“-“'f 

ueeu, etc., as set out in the section. 
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By S. 56 , the Trustee may exercise other powers, but only with 
the permission of the C. of I. These include power to caiT\- on the 
bankrupt s business so far as it may be necessarx for the beneficial 
winding-up of the estate; to bring or defend actions relating to the 
bankrupt’s property; to employ a solicitor or other agent to take anv 
proceedings or do any business sanctioned by the C. of I.; to com¬ 
promise with creditors, etc., as detailed in the' section. 

Remuneration.—The creditors, by ordinary- resolution, mav fix the 
Trustee’s remuneration, or they may leave it'to the C. of I. 'it must 
take the form of a commission or percentage, of which one part is 
payable on the amount realised by the Trustee, after deducting anv 
sums paid to secured creditors out of the proceeds of their securities, 
and the other pan on the amount distributed in dividends. 

Dividends.—The first dividend must be declared and distributed 
within four months following the conclusion of the first meetint^ of 
creditors, unless the Trustee satisfies the C. of I. that there is sufficient 
reason for postponement. Subsequent dividends must, in the absence 
of adequate reasons for not doing so, be declared and distributed at 
intervals of not less than six months. 

Final Dividend and Release.—WTien the Trustee has realised all 
the property of the bankrupt, or so much thereof as, in the joint opinion 
of himself and the C. of I., can be realised without needlessly protracting 
the trusteeship, he must declare a final dindend. Having distributed 
this dividend, or whenever for any other reason his trusteeship ter¬ 
minates, e.g. by resignation, or removal by the Board of Trade, he may 
apply for his release. Before doing so, he must give notice to all 
creditors who have proved their debts, and must send with the notice 
a summary of his receipts and patments as Trustee. The order 
granting the release must be gazetted, and is not effectual until the 
Trustee has delivered to the O.R. all books, papers, documents, and 
accounts relating to the bankruptcy. 

Unclaimed dividends must, after the expiration of six months, be 
paid into the Bankruptcy Estates Account at the Bank of England. 

Fraudulent Preference.—One of the objects of bankruptcy law is 
to secure a rateable division of the debtor’s estate amongst his creditors 
by pret'enting a debtor from paying one creditor to the prejudice of 
others. So even,’ patment made, or transfer of, or charge on, propeny 
given to a creditor bv a debtor who is unable to pay his debts as they 
become due is void against the Trustee if the debtor is adjudged 
bankrupt on a petition presented within three months from the date 
when the pavment was made, or the transfer or charge was executed. 
To make such a patnnent, transfer, or charge void, the dominant 
motive of the debtor must be to give a preference. If the creditor 
puts pressure on the debtor by taking legal proceedings against him, 
the Trustee will not be able to set aside the patmient; nor is there 
a fraudulent preference where it is the debtor’s object to save himself 
from exposure or prosecution, or to revive an undisputed debt, or 
make sood a breach of trust. 
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{Trading Account.) 

THE BANKRUPTCY ACT, 1914. 

IX THE HIGH COURT OF JUSTICE, 

In Bankruptcy. 


Re 


with the Estate. 


Xo.of 19.. 

.. a Bankrupt. 

the Trustee of the property of the Bankrupt in accoi 



, Trustee. 


Date 


19... 


and 




same correc 


Committee of Inspection. 


DuoKs AND Accounts 


5. except confidential documpntc ac 

jcuments, as may be necessar 


fomish 














/(> (K {tn>i j'iUiv Saticc of f )n ulriiil tinil A jyjfhciilion for luliUtsr. 

I 111-. r.ANKUliriCV AC I . Mil.I. 
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Cash Book.—The O.R. \HII also have opened the Cash Book, a 
nling of which is shown on pp. 715-716. AH moneys received must'be 
>aid into the Bankruptcy Estates Account at the Bank of England, unless 
he Board of Trade, on the application of the C. of I., aUows an account 
0 be opened at a local bank. 

Trading Account.—If the business of the debtor is carried on, a 
Frading Account must be kept. This is on a cash basis as shown 
)n p, 717. The weekly totals of this account are incorporated in the 
‘ Other Receipts ” and “ Other Pa^nnents ” columns of the Cash Book. 

Audit of Trustee’s Accounts.—The Trustee must submit his books, 
iccounts, and vouchers to the C. of I. at least once eveiy^ three months, 
ind the Committee must audit the Cash Book and append its certificate 
:hereto on the day of auditing. 

.\t the expiration of six months from the date of the R.O., and at 
;he expiration of ever\- succeeding six months thereafter untH his 
release, the Trustee must transmit to the Board of Trade for audit a 
:opy of the Cash Book in duplicate for such periods, together with the 
"iecessar\- vouchers and copies of the audit certificates of the C. of I. 
The Trustee is also required to forward at the first audit of his accounts 
bv the Board of Trade an office copy of the front sheet (the summary) 
of the debtor’s Statement of Affairs, and of sheets B, C, F, G, and H, 
showing thereon, in red ink, the amounts received, and explaining 
the cause of the non-realisation of such assets as may remain unrealised. 
M each audit, the Trustee must forward a report on the position of the 
estate. 

Accounts to Creditors.—A statement showing the position of the 
estate must be sent to each creditor together with the notice declaring 
a di\ idend. A final statement of the position of the bankruptcy also 
accompanies the notice to creditors of the Trustee’s intention to apply 
for his release, and usually it is joined to the notice declaring a final 
dividend. .\nv creditor may, with the concurrence of one-sixth of 
the creditors (including himself), at any time caU upon the Trustee, or 
O.R., to furnish and "transmit to the creditors a statement of the 
.Accounts up to the date of such notice. The official form appears 
on pp. 71S-719. 


'nidoii.—In the matter of the estate of S. P. Endthrift (see p. 

Trustee was authorised by the C. of I. to postpone the declaration of a dl^adend 
until the whole estate had been realised. \ first and final div’idend was 
,,,-cor.iinelv ,leelared on .Vuyust 30. iq... The Trustee's remuneration was fix^ 
,t 3 on the amount realised and 2% on the amount distributed m dmdend. 
I >n 1'. ;2i IS civen the statement accompanying the notice of the final dmdend 

.and tlie application for release. 
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Deeds of Arraxgemext. 


Arrangements are frequently made between insolvent debtors and 
their creditors without invoking the aid of the bankruptcy laws. 
The object of these arrangements is to avoid the publicitv, expense, 
and stigma of bankruptcy proceedings. 

Usually, a formal deed is dra’wn up and a Trustee appointed. The 
usual terms of a Deed of Assignment protnde that the debtor shall 
assign all his property, or so much thereof as is specified in the deed, 
to a trustee in trust to realise the property, pay the expenses of realisa¬ 
tion. and divide the balance rateably, as in bankruptcv, among the 
creditors assenting to the deed. In consideration, the creditors under- 
take to release the debtor from the unpaid balance of their claims. Or 
the agreement may take the form of a Deed of Composition, under 
which the creditors agree to accept a portion only of the amount due 
to them, payable by stated instalments, and agree not to sue unless 
default is made, and to release the debtor from his liabilities on patment. 

Onlv such creditors as assent to deeds of this kind are bound bv 


them, whereas bankruptcv automaticallv concerns aU creditors whose 

A « * 

debts are provable in the bankruptcy. Moreover, as the execution of 
these deeds usually amounts to an act of bankruptcy on the part of 
the debtor, anv creditor whose debt exceeds 250, and who has not 
assented to the deed, can bring it to naught by presenting a bankruptcy 
petition against the debtor. If a R.O. is made trithin three months of 
the execuuon of the deed, the deed becomes void, and the Trustee 
under the deed must account to the Trustee under the bankruptcy 
for a.11 monevs. etc., received on behalf of the debtor’s estate. 

Deeds of .\rrantrement are governed bv the Deeds of Arrangement 
. 1 ::. 1014, and the Ruies made pursuant thereto. The Act prorides 
that a D. of is void unless it is registered with the Registrar of Bills 
.T f ale within seven clear davs after the first execution thereof by the 


d'.'btor or anv creditor. Further, if the deed is expressed to be, or in 
fact is, for the benefit of the debtor’s creditors generaEy. it is void 
unless, within twentv-one davs of registration, a majority in number 
.ind value of the creditors have assented to the deed. 

The Act further provides for the giving of security by the Trustee 
unless this precauti'm is dispensed with by a majority in number and 


value of the creditors. 

The Trustee must annuallv transmit to the Board of Trade, within 
thirtv days of the anniversara-'of the date of the registration pf the deed, 
.m account of his receipts and pamients. WTiere the business of the 
d-btor is carried on, he must keep a separate account of the trading 
r>-ceint' ar.'I pat'ments, and carr\' the totals into the vearh accounP 
Ih-tributions of dividend, nr instalments of composition, must be 
ent. red in the Trust^-e's Account in one sum, and be supported by a 
itrin.-nt showing the claim of each creditor, and the amount ot 
divid-nd ^'r composition due to each, distinguishing between those 


paid And tho 
W'hun a 
comrositikn 


se unpviid. 

debtor intends 
to his creditors. 


to propose a scheme of arrangement or 
it is usual for a Statement of Affairs to 
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be drawn up on similar lines to the Statement of Affairs in bankruptcy, 
but no ofiScial form is prescribed for the statement. When prepared, 
the statement is submitted to a meeting of the creditors, together with 
particulars of the scheme proposed. These private schemes must not 
be confused ivith schemes officially sanctioned by the Court in bank¬ 
ruptcy. The following is a common form of Statement of Affairs in 
these cases. 


Name 

Address 


Date 


DEBTOR’S STATEMENT OF AFFAIRS. 


LiABamES. 
Unsecoitd Creditors:— 
Trade 


/ s d 


J 


Creditors foUj secured 
Estimated Value of Se* 
cnrity 


s. 4. 

i I 

) : 


Surplus to contra £ 


I I 


Creditors partly secured 
Estimated Value of j 
Security : 


$ri. ■ 




Liabilities on Bills discounted, of 
which it is expected will rank 
against the EsUte for Di 
Consent or other Liabilities 
Creditors for Rent, Rates, Taxes, and 
Wages, deducted from contra Sur* 


\ 


4 

i! 

H 


r 


1 






I« 


Assets. 

Cash in hand 
Cash at Bank 
Stock-in-trade, at cost 
Book Debts :— 

Good 

Doubtful . 

Bad . 


s. d. 


I 




/ 

s 

\ I 


* 



Estimated to realise 
Plant and Machinery 
Trade Fixtures and Fittings . ! 

Household Furniture 
Life Policies . ! ! 

Bills of Exchange or other Securities, 
estimated to produce 
Surplus from Sewrities in hands of 
Creditors, see contra . 

Other Assets 

Dedud Preferential Qaims, as per 
contra . 

Deficiency . 


h 






. \ 




f. 4. 


iiA-\.MI^ATION QUESTIONS. 

bankruptcy ” upon which a peUtion can be 

(4;^ bankruptcy. 

in a bankruptcy? {Chariered Ac- 
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8. Sketch the Summar}^ Sheet and the “ Deficiency Accounts '* of the 
Statement of AfEairs. Supposing the debtor sho\vs a surplus of assets over liabih- 
ties, is the Deficiency Account still required to be rendered, and how should it be 
set out? [Chartered Auouniartis.) 

9- Robert Blank has filed a petition in bankruptcy. He has prepared a 
Statement of Affairs which discloses a deficiency of ^3,876. Is any further 
statement necessars' ? If so, submit a pro-forma account based upon figures 
which explain the above deficiency, (Royal Society 

10. \Miat classes of creditors are entitled to preferred treatment in bank¬ 
ruptcy, and in what order do they rank for payment ? 

11. Before bis bankruptcy the debtor owed /50 to a workman in his emplov- 
ment as compensation for injuries; he also owed £20 for rates, and ;^io to Ids 
servant for wages. Should the trustee give these debts any priority^ over ordin- 
arv debts, and, if so, in what order should they rank for payment ? 

12. Distinguish between a deed of arrangement and a scheme of composition 
in bankruptcy, particularly with reference to the extent of the control to be 
exercised by the Board of Trade in either case. [Incorporated Accountants.) 

13. \N'hat power have the creditors to accept a composition or scheme after an 
adjudication of bankruptcy, and what proceedings and consequences follow upon 
its adoption? {Incorpcraied Accountayits.) 

14. State the provisions of the Deeds of Arrayt^emeni Act, 1914, as to: (a) 
the transmission of the trustees’ accounts to creditors; and (6) the audit of his 
accounts. (Ir:ccrpcrated AccouK/anfs.) 

15. On what grounds may the Board of Trade object to the appointment of a 
trustee in bankruptcv. and in what manner may the validity’ of such objection be 
tested? (iKCorporjfcd Accountayits.) 

16. NMiat power has a trustee in bankruptcy to disclaim any and what portions 
(d the property vested in him? In what manner, and 'within what time, must 
such disclaimer be exercised? [Ijicorporafed Accoinitants.) 


17. Give a skeleton of the account which a trustee in a bankruptcy must 
send with the notice of a final dividend. [Chartered Accountayits.) 

18. WTiat books and accounts must be kept by a trustee in bankruptcy, 
and bv whom and how often are they to be audited ? [Chartered Accountants.) 

19. \\*hat facts or figures should be shown by the trustee in the Record Book, 
and how do the Bankruptcy Rules provide for its audit and inspection? 

20. Give the headings (without rulings) of the Cash Account of a trustee in 
bankruptcy to be filed with the Board of Trade. State shortly in what manner 
\-'>u vwuld' consider the form might be amended or simplified. [Chartered Ac- 

c' Kts. 

21. A bankrupt wishes to obtain his discharge. State shortly: (a) the rteps 
Iv; must take to obtain such an order, and [b] the effect of the order when obtained. 
\h::.jp.-i 3 t: J Ac: .'urd a fits. 

22. Give a short acc<mnt of bankruptcy proceedings from the time when they 
are started until the discharge of the bankrupt. [Chaiiered Institute Secretaries.) 

23. Prepare A B’s Statement of Affairs from the follov.'ing particulars: A^ts 

—Cash, l 7 \ Household Furniture, valued at £50: Sundry Debtors i5o: 

Ti -nb^fuf i'ooo (estimated to realise £1,500: Investments (estunated to 

r-ali^e ^'400. Liabilities-Debts: Fullv Secured (security expected to realise 

000^ /koSo; Partly Secured (security expected to realise £2,500), £3-000, 
Unsecured Creditors, i'i.Soo; Last Quarter’s Rent, £50; Last Month s Salanes. 

'‘Ulv exc-.-ss of assets over liabilities on Januarx’ i, the last occ^ion to 
b . ’ks v.ere balanced. v,as i'soo. A B attributes his insolvency to loss on ta^g, 
ard oiac s his h.:.us.:-hold expenses since January i at £35°- Show the dmdend 
wiiic'h may be ex;icctcJ by the creditors after allowing for £100 costs. 

24. What is the position of an undischarged bankrupt as regards obtaining 
ercdit and eneaeing in trade ? iChaiteted Accountants.) 



INSOU'EXCY 


25. X Y Z filed his Petition in Bankruptcy on J.inuarv 1 v Prepa] 
sheet of his Statement of Affairs from liie foUo-Aiiii; jjarticiilars - 
Unsecured Creditors, ;/36,942 ; Bully Secured Creditors, /5.000, se 

m r ^ ^ A A TT 1 T' ^ A ^ ^. i * ^ 1 % 


^ } 
/ ^ 


Prepar** the fr- 
)oo, secured b\‘ r'l 


-- , i• 111 .WX zVLuuyl l^\ r'l 

Mortgage on the Debtors Freehold Factory, winch he values at /7.50W: i',trtlv 
Secured Creditors. /S,762. secured by the deposit of ferly 5' ,, War ia.aii Hi-arer 
Bonds of £100 each ^market price ^4 It'. Piabihiv as inders-T of an Aecomnioda- 
tion Bill for /350. expected to rank in full; Kates and Taxes du,- /j.s' 

The debtor stated his Assets as follows: Cash in liand, /12;' Wish at P.ank 
iTo; Book Debts—Good. /o.6.^2: Doubtful, £'"^642, e.tirn.tiwl to be w.jrtii 
75. 6i-in the /. Stock-in-Trade. valued at £2.642 ; Machiiu-rv and Plant valu-d 
at/4.241: Life Policy surrender value, £325; Bill Keceivable. estimated to 
produce £ioo. {Royal Socuty Ayts.) 

26. From the undermentioned particulars prepare the Stat<-rnent of \iiair- 
of \V. & Co. as at September 30. 

Unsecured Creditors /i3,ooo: Ca,sli in hand, /50; HilLs Kcc.-iv.-.I,!- /i-,, 

tn nrnniirp imri* MnAlr I ^ /. .. t , .^ ' 


p.uuu.,.- it.-’50; I'relvretuin] Cn diiors-Ki iil 

/i,350 (annual rent,/1,200); Manager's Salarv (for nine months) t-so- In-.-.t' 

ments, esbmated to produce /900: Contingent habilitv on uncompleted Contiact 
/i,500. {Incorporated Accounlants.) ’ i - - <ici, 

27. From the undermentioned particulars prepare Statement of Aff^irt; 'm.i 

■' *’ “ e, ... C bl!,™;™ ,e,”s 

Creators Unsecured /i50,000; Creditors Partly Secured, /So,ooo- Creditors 
FuUy Secured, Ooo; L.ab.htv on Bills Receivable /estimated to rank n u 1 
r7,^o^rtgage on Freeho d Premises, /2o,ooo: Preferential f redilors ", T, ■ 
Debtors—Good, /40,ooo; Doubtful (estimated to produee 000. 'iV'/a,/ 

^nsignments (good), /io,ooo; Stock (estimated to produce /apio..; 

Shares good), £33,000, Cash, £3,000; Freehold Premises lestimntel to pn.’dure 

/2S,5oo), ^29,000; Machmen.-(estimated to produce/> I 0001 /-oooo- ) Im 

(estimated to produce £3,000), £6,000, ^ l 

A Bs Capital on previous October 1 was /loo 000 Tin- on fit ■ r f ti . 

years were /61.000, and his drawings amounted to /.l .T } : 
Accountants.) .D <nu .t 

28. Samuel Hobson, in business in the rii\* rmri-' i, w ■ i 

/i,ooo: Bad,/700), 2'4 jSo- ^und-vFrcDrrM I’W" pro-biui- 

£2 000), /3,3oo; Shares-1,000 Ordinary si,ares m the'cT i ',y produce 

valued at par. /i.ooo; Mining and RaTa TVrT ^ W'- 

panly secured creditors and the balance bv fulh sbured cA 1 t" s 
through the unsuccessful defence of an action a iT ® 

£3.200; Creditors; Unsecured /lO-jo- Pirtle < ''^i"’’ ' 

£3.110; Preferential claims for skilriU^^nd'^venire.], 
£1.200; Samuel Hobson Capital -Ucoub 7 'Ur' r'-'Tu 

Receivable, good, £800. (Lo 7 fo« C/12,nf.^/cTmiTc.) 

prep^ehis Statement^of 7 \ff 7 irrTd^D 7 ^^^^ ‘'bt' particulars 

Trade Debts, £8,5o7 Household ^ Creditors- 

First Year, Profit /2 ooo ■ Snr i l^radi Profits ami Losses_ 

Fourth A'ear, PrcJfit ’/too- Fift"h \VT'Tear, Loss, D.oo • 

FuUy Secured CreditoS(holdhig securku.s^'ltimrt^u; ’ : 

!S“t 7 

Doubtful,/i,000, expected toproduTe /60T’ Debts iC.ood, £i,i<,o: 

good. £650; Cash at Bank and m faTd' ?, c ’ TT'TT"!' ' Kcceii able. 

^D 75 o). /2,roo; Capital at commencement oVHoSd 


.Ji 
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Furniture (estimated to produce lloo\ Office Furniture (estimated lo 

produce £ioo), A68. 

30. Prepare from the undermentioned particulars, as on December 31 a 
Statement of Affairs, in the prescribed form, to present to a meeting of the 
creditors of S. Brook: Furniture and Fittings, /250, valued at j^ioo; Casti at 
Bank (Current Account), /lo; Cash in hand, £4; Sundry Debtors. £2.500 (Good 
£1,000: Doubtful, £1,000, valued at £500; Bad, £500. valued at nil); Bills of 
Exchange, £300, valued at £100: Stock-in-Trade, valued at £950, less 20® ■ 
Household Furniture, valued at £850; Life Policy for £1,500 (surrender value] 
£550), held by the Bank as security for loan; 500 fully paid shares of /i each 
valued at par, in the Blankshire Biograph Company. Ltd., held as security bv 
R. Bro\\'n: Trade Creditors, unsecured, £3,950; Loan from Bankers. £500’ fse*. 
cured as above); Loan from R. Brown, £600 (secured as above); Rent due, £150; 
Rates, £25 : Wages (preferential). £10. (Royal Society Arts,) 

31. A business carried on under the style of Wood and Smith finds itself in 
difficulties, and instructs you to prepare a Statement of Affairs for submission to 
a private meeting of the creditors. 

The following particulars are obtained from the books, as at Febniaiy^ i : 
Unsecured Creditors, £23,000 55. (>d.\ Loan from A, £2,000; Creditors p^ly 
secured, £4,600 (estimated value of security, £4,000); Preferential Claims, 
£240 i2s.6d.: Stock-in-trade, £1,500 85.: Cash at Bank, £270 145. 2(/.; Cash in 
hand, £65 4s. iQd,\ FLxtures, £400; Debtors: Good. £820; Bad, I'jz 155. 9^.; 
Doubtful, £41 55. 

As regards the separate estates, Wood had no creditors nor assets, and Smith 
was a limited partner with £1,000 in the business. With respect to the loan A had 
lent the £2,000 without security and under an arrangement whereby he was to 
receive interest var}'ing with the profits. (Incorporated Accountants,) 

32. Henry Jones filed his petition in bankruptcy on June 30. His books 


showed the following balances:— 

£ L 

Cash in hand ....... 10 

FLxtures and Fittings (estimated to produce £80) . 250 

Stock-in-trade (estimated to produce £1,200) . . 1,800 

Sundr}’ Creditors: Open Accounts . . . 2,000 

Sundrj^ Creditors : Bills Payable .... 2,200 

Sundr)^ Debtors 


(Good, £1,000; Doubtful, £2,000, estimated at 
50%; Bad, £2,000) 


Bank Overdraft . 
Capital 


1.200 

1,660 


£7.060 



Liability' on biUs discounted, /500, £100 expected to rank. His household 
furniture, etc., was valued at £250. He owned the house he lived in—it was 
valued at /750—and he had a mortgage on it of £600 at 4'’'o. Interest paid to 
December *31 premous. Preferential creditors amounted to £35 (mcluded in 
Sundr\' Creditors), and £15 for rates on his house. 

Prepare a Statement of Afiairs. (Chartered Accountants.) 

33. A finds, bv the foUowing summarc’ of assets and liab^ties of his business, 
that he is insolvent, and on October 15 files his own petition m bankruptcy. 
Prepare his Statement of Afiairs for presentation to his creditors. 

The Bank's overdraft is secured by the deposit of deeds representmg lus 
hold property (valued for the purpose of the Statement at £6,000), and doc* 

warrants for Stock of the value of £2,383 los. lod. 

W. Smith’s loan is secured by an assignment of a pohcy on A s lile \-aiuea ai 

^^°There are contingent liabilities on bills discounted amounting to £598 

of which the sum of £229 13s. ^d. is expected to rank. p<!tiinates 

Of the Book Debts, A states that £144 bad and £365 doubtful, he estuna 

the value of the latter at £i 78. 





IXSOLVENXY 


2 ' 


Of the Receivable, estimates that the sum of £28^ 35. -jd. is bad. 

A has private debts, amounting to /3S9 55. ^d., and has private assets con 
sisting of the above-named policy and household furniture valued at /5S5. 

SUMMARY OF ASSETS AXD LIABILITIES. 

Liabilities. 

/ 

Sundry Creditors . 23,598 
Bank Loan 
\V. Smith, Loan 
H. Jones, nine months’ 
rent to September 29 
Rates, six months’ to 
March 31 


6,897 

5S9 


5. d. 
1 6 
3 6 
2 6 


150 o o 


32 3 6 


Assets. 

Cash in hand 
PettA’' Cash in hand 
Stock at cost 
FLxtures and Fittings 
Office Furniture. 
Horses and Carts. 
Sundry- Debtors 
Bills Receivable. 
Freehold Propertv 


/ 

29 

2 

9,852 

329 

262 

6S2 

5,289 

4,283 

6,589 


5. 

2 

13 

8 


S 


5 

3 

3 

2 


7 

9 

/ 

2 

O 

O 

5 

t 

i 

/ 


/si, 266 17 o 


£'27,319 14 8 


[Chartered Accountants.) 


34- .A ^stee of a bankrupt estate, with liabilities of /i8,ooo, has completed 
realmtion of the estate and prepares to close the matter. His receipts have 
^en: From St^k-m-Trade, 71,250; Book Debts, £3,100; JeweUer^- Pledged 
£700, Trading, £7,000; Household Furniture, £450 ; Freehold Buildings, 73,000 

w > ■ Co;t3 of Petition, £40; Auctioneer’s Coita.~7i 80 ^ 

Shoitaand Writers Charges. £15; Trading Pav-ments, 76.250- Mort<^age on 

Freehold £2.000; Board of Trade Fees, £So; Notices in-^Cure/e, et^ A To 
redeem Jewellery% :^400. ' 

nn ahow the remuneration of the trustee at a commission of 5°^, 

on assets realised and 3°'o on assets distributed. Without protading for further 

r “P Estate Cash Bolk. showmg th^nal 

Sd to^^ h;,t that all items have been received from or 

^ columns may be dispensed with. [Incorporated 

35. A receiving order was n 
are the balances of his books a 

Unshared Creditors . 

Capit^ Account, A. Boot 

J. Smith, Loan Account 

W. Jopp, Loan Account 
Stock 

Fixtures and Fittings. 

H. Finlay (Rent one year) . 

H. Jones, Manager (/150 per annum) 

Collector, Rates and Taxes 
Cash in hand and at Branches 
Horses, Carts, etc. . 

Bill Receivable . 

Sundry Debtors 

Cash at Bank . . ] 

Freehold and other Propertv 

^licy of Insurance (Surrender Value : 

Profit and Loss 

Drawing Account, A. Boot ’ 

Interest on Loans 

“-“-"A no. 


une 25. 

The following 

/ 

i 


3.940 

700 


564 

12.654 

4,113 


250 

350 


100 


85 

no 


251 


169 


2,446 


35b 


5,000 

1,778 


77b 


1.219 

1.925 



;^i8.393 


^iS,393 
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On Januar>’ i previous, there was a surplus of assets of /700. 1 . Smith 

a hrst charge on the policy of insurance. \V. Jopp holds a second charge thefeon 
and also a charge on the Freehold and Leasehold Property. The Stock, far tlu 
purposes of the Statement, is valued at :^3,5oo. Of the Book Debts, ^291 ar^ 
doubtful, and are estimated to produce /loo; £287 are bad. The loss on tradini 
between January i and June 25 was £776. 

Make out the Statement of Affairs and the Deficiency Account in the fonu 
required under the Act. (Chartered Accountants.) 

36. A trader files his petition in bankruptcy on June 30, 19..., and you an 
instructed to prepare his Statement of Affairs. The information you are able ti 
obtain as to tus position is as foUo'ws:— 

The Stock-in-trade at cost is £7.200. of which £600 worth is in the hands of i 
creditor for £1,000. who is entitled to exercise a lien; Book Debts—Good, £9,730 
Doubtful, £120 (worth 65. Sd. in the £); Bad, £150; Fixtures and Fitting (afte 
depreciation), £230; Cash in hand, £10: Bills Receivable. £1,100 (held by Banker 
against overdrait of £4,000, the balance of which is secured by a second charge 01 
debtor’s freehold property' and by the guarantee of his brother); Customers' bill 
under discount, £1,500, of which £200 is ascertained to be bad, and £100 i 
doubtful; Freehold P^opert>^ £3,000. subject to a first mortgage of £2,000. Th 
Unsecur^ Creditors amount to £29,000, in addition to cla im s for l^tes, Taxei 
and Wages amounting to £240. The Stock-in-Trade and the Book Debts (outsid 
the bills) are estimated to be worth 75% of their face \^ue, and the treelM^ 
propert3% which cost £2,800, is valued at £2,200. Subject to the modification 
above stated, the assets are worth their book values. 

You learn that the debtor had a surplus of assets of £5.000 on Janu^ i 
19..., since when he has withdrawn £3,000 per annum in equal monthly instaJ 
mente. His profits for year ended December 31. 19..., were £2,100, and for th 
next year, £420, since which time he has not made up his books. 

From these details you are required to prepare as nearly as may be in statutor 
form: (a) A Statement of Affairs; (6) a Deficiency Account {IncorporaU 

Accountants.) 

37. From the following figures prepare Statement of Affairs and Deficknc 
Account as at December 31. Assume that the Stock realises two-thirds of i 1 
value, the Fixtures one-half, the Shares par, and the Doubtful Debts one-thin 
On January i, two years ago, the debtor commenced business with a capital < 
£3,175- His profits for the first t\^’o years amounted to £2,027 los. 6 d„ and h 

drawings were £1,500 a year. ^ 

Cash i'115 los. 6<i.: Stock-in-trade, £500; Debtors—Good, £3.500; Doobuii 
/ooo- Bad, £750; Fixtures and Fittings, £282; Shares, £250; Credi^ui 
secured (including £950 for wife), £6,950; Creditors, secur^, Vahie < 

securities held by creditors, £1.750: Preferential Claims for Rent. Rates, aa 
Taxes. £95. (Incorporated Accountants.) 
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outside this combinative, are known cas A'■a.'-T'.jrm Omcc?. But this 
distincti'.'n arnlirs mainly to Fire and Employers' Liability Insurance, 
and not at ail to Lite Assurance, which is competitive. 

Kinds of Insurance.— Almost anv kind of risk can be insured again-t 
in these davs. In addition to Life .Assurance, the chief kimis o' 
insurance are: Marine, Fire, Personal Accident. Employer's Liabilnv, 
and Bond Investment insurance. Other risks insured against are , 
Sickness, Third Panv Indemnitv. .Motor Car and Cycle, Burglary, Plate 
Glass. Forged Transfers, Cash'and JewelT.-rv ^and other valuables in 
course of transit. Hail, Stonn. Lightning. Civil Commotion, War, 
including damage bv hostile aircrait. etc. 

Basis of Life Assurance.— Life Assurance is based upon two main 
principle^; i.rl the Expectation of Life, more correctly termed the 
“ Mean After-Lifetime the rate of interest that wiU probably 

be earned on funds invested at compound interest. The term " Ex¬ 
pectation of Life ■’ does not, as is sometimes erroneously supposed, 
signilv the number of years that persons of a given age may reasonably 
expect still to live, for many lives \m 11 fall short of this period, and many 
will long sun'ive it. It has no relation to the most probable after- 
lifetime'of anv particular person, but is computed over a large nurn^ber 
of I'K-e- bv taking the excess rears of those who live long and distnbut- 
ing them'amongst those who die early, thus placing all lives of the same 
age on an equality. This function, the Mean .\fter-Litetime, is deduced 

irom Mortality Tal'lcs. ... , 

.\ Mortalitv Table has been defined as " the mstmment bv means 

of which are measured the probabilities of Ide and the probabihties ot 
death " There are two kinds of Monahty Tables; u) tho^ ba>cd 
upon Census Returns, and the deaths that have taken place dunng a 
definite period of tim.e. and iU those based upon the expenence o 
a=:mred liver derived either from a single life office or from a combma- 
tion of Life Offices. The latest tables are the Bntish Office^ Expen¬ 
ence Tables .indicated bv the svmbol 0;. which were based upon the 
expenence of i.037..-’33 assured lives, contnbuted by sixty Bntish 

Thf Sa derived from the sources mentioned above subjected 
b'v skilled persons, known as Achates, to the “^taStS 

du to error, or disturbing influences, r.g. an inadequate n^l^r of 
X'eiwations, are eliminafed, and the general rate of mortalitv is 

premium consists of '.i! the pure ‘'f 

which if paid bv a sufficient iiumoer oT Pff ^ount 

accumuhted at compound interc-i. 3^: M a to cover all the 

Sneni of th"office, and to provide a margin for a possible increase 
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in the future rate of mortality, and for prohts. The pure pn.mium 
plus the loading make up the office premiian charged by the companv 
and paid by the assured. 

-Assuring companies lim:t the risk that the\' vdll assunte on an'.' cne 
life by re-assurir.g with other companies that portion of the riVk in 
excess of their maximum. The premiums paid for re-assurances arc- 
deducted from the item " Premiums Received ” in the Revenue 
Account. A few companies confine their business to re-assuranre=. 

Annuities. —Most assurance companies,, in return fiar an immediate 
cash pa\-ment, undertake to pay an agreed sum warlv dialf-\'t;;.r!v, 
or qu^erly) during the lifetime of a'specified pers'.ci, termed the 
Annuitant. The purchase price is based on the a?e and sex of the 
.Annuitant, less favourable rates being quoted in the case of female 
lives, otsing to the greater longevity of women. 

Insurable Interest.— In the great majority of cases, assurances are 
effected on the assured s ov.m life. But one person may assure the life 
of another, pro\-ided that he has an insurallc iKterect, i.e. a pecuniar^' 
interest, in the life of the other, only, ho',ve\\-r, to the extent that lie 
has such an interest. Thus a creditor inav, bv wav of collateral 
security, assure the life of his debtor to the extent <.T the debt: a wife 
max assure her husband s life in 'order to secure for herself a fi.xed sum 
should he pre--decea 5 e her, a partner may assure his co-partner's life in 
order to proxdde means to pay to the co-partner, or to his leaal repre¬ 
sentatives, his share of the partnership assets on retirement or'at death. 
By the provisions of the Gambling Act, 1774, a poliev issued in the name 
of a person who has no insurable interest in the life assured mav be 
declared void. Insurable interest is also necessarv in the case of policies 
taken out to cover fire, marine, and other risks. 

Lapsed Policies.-Thirty dax's’ grace is allowed for tlu- pavnient 
of assurance premiums, and failing paxmient within this extension the 
policy lapses and becomes void. But, whether the assured be alive or 
dead,^ the policy is capable of revival within twdve months, if five 
years premiums have been paid, by pavment of the outstandin'- 
premium plus a fine. If less than fiVe years' premiums have been 
paid, the apsed policy may be revived on the same conditions but 
subject to ex-idence that the assured is in ?ood health 

Surreiider \ alue.— MTiere an assured desires to surrender his 
policy before he has completed his contract, the assurance companv 
^ pay to the assured a sum termed the Surrender Value of the pohev. 

1 his ^urrender \ alue is based upon the Reserx’e \’alue of the poliev. 
Ihe Reserve ^ alue consists of that portion of the annual premiums 

iWreT'f T"' the nsk for the year accumulated at compound 

tK.! ^ ^ ^°t acquire a surrender value until 

hree xears premiums hax'e been paid (Endowment policies two x'ears 

for the reason that the premiums paid during tlmse t-arlv years are’ 

I r the greater part, absorbed bv ofiice expenses. Surrenders are 

usually made by the young and xigorous assured, and so exercise an 

injunous efiect upon the assured as a whole bx- increasing the rat^ of 
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monaliiv amongst the older and less tdgorous vrho continue their 
policies tor the" full term of the contracts. The tGthdrawal of a 
number of first-class hves has precisely the same effect on the assured 
as a whole as would result from the addition of an equal number of 
inferior hves. For that reason, Life Otfices, when computing the 
surrender value of a pohcy, make a sufficient deduction from the 
Reserve Value to counteract the effect of surrenders. Further, 
wherever that course can be followed, companies prefer to issue a 
paid-up pohcv based upon the surrender \ alue, and so keep some part 
of the assurance in being; or they tviU applv the_ Surrender ^'alue to 
the patunent of future premiums, and Keep the original pohcy in force 
until the Surrender ^■a]ue is exhausted. The Surrender Value of a 
policy has no direct connection with the amount of the premiums 
paid. but. of course, it increases, and at an accelerated rate, with the 
pavment of each premium. Most Life Omces guarantee on surrender 
a minimum proportion of the premiums paid, generally one-half for 
Endotvment and one-third for \\'hole-Life Policies, trith, in addition, 
anv Rever5iona,r\‘ Bonuses that mav attach to the pohct. The fact 
that policies acquire a surrender value gives them market value, and 

makes them available for loans. 

-A pohcy of hfe assurance m.av be assigned by one 

person to another either absolutely or by way oi mortgage. In both 

cases formal notice of the Assignment shoMd be given to the company. 

and upon request, and pavment of a fee of 5s.. the company must 

ackn.wvledse receipt of such notice. Companies do not, however, 

insist upon receiving the fee before acknowledging the receipt of notice. 

Notice enables the assignee to sue the company in his own name 

without ioinins the assignor as party to^ the ;uit. 

WTiere a company receives notice of m.ore than one assi^ment Oi 

the =ame policv. t.p. successive equitable mongages, tne pnontic; as 
between the assignees are determined, so far as the companv is con¬ 
cerned in order of the dates on vcnicn notice was recen cd. But thn 
does imt necessarilv affect the priorities of the assi^ees as between 
themselves, since these mav sometimes be determmed upon OLhrr 
-munds Thus, where a person advances money on a pohcy, ana he 

teeli. he ce-nnot by notice thereby secure prtonty over the 

fir-t incumbrancer, if the latter has omittea to git e notice. __ 

AbLute assignments made for " valnaHe constdemmn shoU 

be =i.med in the Stesence of a vitr.ess a.nd be raipres«d mlh dmy a 
the scheduled rate. An Ante-nuptial irettlement ^ 

of a trife arid children of the mamage. which mat include a pi.hc. 

assurance, is made for valuable consideration. 

WTiere the absolute assignment is voluntart;, that 1., not maoe to^ 

valuable consideration, but for "love and made 

Post-nuptial Settlement, the instrument rnu.t temped ^ 
tor vriuable consideration. But it is void ag^in^t tfte 
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making it, unless the parties claiming under the settlement can prove 
that the assignor was at the time of the assignment able to pav all 
his debts ^^thout the aid of the sum represented bv the value of the 
policy, and that then his interest in the policv passed absolutelv to the 
assignee [Bankruptcy Act, 1914, S. 42). 

Assignments by way of mortgage which mav b^^ either lecral or 
equitable, are subject to the mortgagor's “equity of redemption." 
Only when the mortgagor has lost that right can the mortc^agee exercise 
his power of sale, or surrender the policy to the companv. But the 
mortgagee must account to the mongagor for any surplus realised bv 
sale or surrender, so long as the mortgagor has not lost his cquitv of 
redemption. 

A legal mortgage is effected by deed and deposit of the policy. The 
deed must be stamped according to schedule. 

Equitable mortgage of a policy is effected bv deposit of the policy 
accompanied by a Memorandum of Charge, which is stamped at the 
rate of is. per cent, on the amount of the loan. 

A person who takes assignment of a policy as securitv for a loan 
should insist upon deposit of the policy, since the fact that the policy 
was in the hands of a third party might affect him with notice of a 
prior incumbrancer to whom he would be postponed. 

Claims.—The amount assured may become pavable either bv 
maturity of the policy or by death. A claim by maturitv lEndouTnent 
.^^5u^ance), if made bv the assured himself, is promptlv paid on produc¬ 
tion of satisfactoig" evidence as to his age, identitv, and title. Similar 
promptitude is observed if the assurance has been effected by a third 
person, e.g. a wife, provided she is alive at the date of maturity' \\*here 
the claim arises by reason of death, greater formalitv is observed. The 
^mpanv will then require a Registrar's Certificate of Death; a 
Decimation, made by some competent and disinterested person, as to 
the identity of the person described in the certificate with the life 
assured under the claimed policv; evidence of the date of birth ■ 
and the production either of Probate of his will or Letters of Admin¬ 
istration of his estate. It is always advisable to Kt the date of birth 
admitted on taking out the policy by producing a cop\- of the Birth 
Lertmcate, or failing that, other evidence of birth which the companv 

wdl accept,a Certificate of Baptism, an e.xtract from an entr\- in 
a lamily Bible, or other familv register. 

O 


Bonuses.— There are many kinds of policies issued bv Life Office- 

} V Tr E^'^onment PoUcies. Xext m order are ILO-.V 

Life Policies, the premium being paid: {a) bv a single sum down, or 

(6) b\ yearly premiums of equal amount, or (0 a limited number of 

premiums of larger amount, or id) lower annual premiums dunn? the 

nrst hce years and higher annual premiums thereafter. Other policies 

lisued am; Policies upon Joint Lives; Survivorship Policies; Shon 

Penod Pohcies; Children’s Deterred Assurances; Sinkin<^ Fund 
Assurances, etc. i una 

Th^e broad tine of demarcation between policies is that a Uh brohts 
and that uPhout profits. The amount payable, when the claim ari 4 . 
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on a policy ^^^thout profits is the amount of the sum assured; the 
amount payable on a policy uith profits is the sum assured plus a share 
of the surplus of the company’s assets over its liabilities as determined 
bv each Quinquennial for Annual) \'aluation made by the company, 
and declared by the company as a bonus to its participating pohcy 
holders. 

The sources of a surplus are mainly three: (a) where the loading 
added to the premium to cover expenses has proved to he greater 
than was necessaiy to defray them; {b) where the rate of mortahty, 
oving to careful selection of risks, has proved lighter than that indicated 
by the Tables; (c) where a good interest return has been earned, 
ov-ins; to careful movement bv the companv of its funds, combined 
with a low rate of interest adopted for valuation. 

There is more than one method of distributing a surplus amongst 
the participating policy-holders, and more than one method of applying 
the bonus when declared. As to their apphcation, bonuses may be 
taken in cash; or be added to the sum assured; or be applied to reduce 
future premiums, or to convert a Whole Term Pohcy into an Endow¬ 
ment Assurance payable at an advanced age, or, if the pohcy be an 
Endowment pohcy, to making it payable at a younger age. 


Profits of Assurance Companies.—The profits of assurance com¬ 
panies cannot be ascertained bv ordinan,* accounting methods; they 
must be determined by actuarial valuation. The Assurance Companies 
Act, iQog (S. 5), regulates the frequency of actuarial valuations, which 
must take place ‘‘ once in everr five years, or at such shorter inter\*als 
as may be prescribed by the instrument constituting the company, or 
bv its regulations or bve-laws. The majority of companies make^ a 
valuation once in everv five years. This is known as the Quinquennial 
Valuation. But not a few companies make a yearly valuation, and some 
companies which distribute their bonuses quinquennially are in the 
habit, for their own private information, of valuing their assets and 


liabilities at the end of ever\* year. 

The objects of a valuation are; (a) to ascertam the company s net 

liabilitv in rtspect of all its policies and annuity contracts, (6) to deter¬ 
mine the value of the amount of its Life and Annuity funds. 

The method of valuation is to find: (;?) the present value of the sum^ 
of all the assurances and annuities to be paid by the company as thev 
fall due and ib] the present value of all the pure premiums to be paid 
bv the assured as they faU due. The difterence these two is 

the Reserve, or sum of money that must be set aside, \\hich, ''ip ^he 
future pure premiums to be paid hv the assured and accumulated a 
tlwTTe of interest adopted for the valuation, ^^•lll enable the company 

to pav all the claims as they arise. , 

Providon is made for future expenses and profits by \ alum^ onl} 

the pure premium, f.c. by excluding that part of the office premium 

^'^The Iviluation of the liabilities is not made on the same basis as that 
adopted for the fomration of the 

.rcordin? to the most stringent mortality table and at the iot\est 
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of interest that will pemiit the payment of a fair rate of buiius to the 
assured. These premiums are termed Valuation Premiums, and their 
emplo^Tnent brings out a larger necessary Reserve than would be tie; 
case if the pure premium charged to the assured wc-re einjiloved. It 
is imperative that a Life Com.panv's Reserve should be adequate to 
meet its liabilities and to provide for contingencies, hence the stringericv 
of the valuation. 

Against the Reserve required to discharge all its liabilities as they 
fall due, a company has its Life and .Annuity Funds, being past pre¬ 
miums paid, accumulated at compound interest, less claims, manage¬ 
ment e.vpenses, and profits paid prior to the valuation. These funds ar- 
invested in various ways: Mortgages; British Government Securities : 
Loans on Policies and other Reversionary Interests; Loans on Per¬ 
sonal Security; Debentures; Stock E.xchange Securities, etc. They 
must all be valued in the light of the facts and conditions pre\'ailing 
at the time of valuation. 

The difference between the amount required to be reserved by a 
company, and the amount of its Funds in Hand, as ascertained’by 
valuation, represents its surplus or deficiency, as the case mav be. 
If the surplus is large enough, a bonus is declared on the jiarticipating 
policies, and (if the company be a mi.ved one) a dividend to the share- 
lolders. If the surplus is insufficient, both bonus and dividend may be 
passed, the amount being utilised to strengthen the company’s Reser\-.-. 
If an actual deficiency is disclosed, steps must be taken i'mmediatel\- 
to restore the financial position of the company. 

Reference^ to the I aliiatwn Balance Sheet on p. 741 will show that 
the company’s total liability, i.e. the Reserve necessary to meet that 
liability, as disclosed by valuation, appears on the debit side of the 
statement, against which, on the credit side, appears the total of the 
Life and Annuity Funds, as set out in detail in the Third Schedule 
and also ascertained by valuation. The balance, if a surplus, is awail- 
able for the appropriation of dividends to shareholders, bonu-e^ to 
participating policy holders, transfers to Reserve, and the like. 

Neither the accountants nor the auditors of a Life Company have 

any concern rnth the Quinquennial or other A'aluation. That is -olelv 
actuarial work. 

Assurance Accounts.— Assurance Companies are governed bv the 

Assurance Companies Act, igog, and are also subject to the Companies 

Act 1948, so far as that Act applies. The schedules appended to the 

Act of 1909 display the forms of account obligatory upon insurance 
companies. s - i- 

The Act embraces aU persons, companies, or corporations trans¬ 
acting: (a) Life, [h] Fire, (c) Accident, {d} Employers’ Liability In¬ 
surance, and {e) Bond Investment Business. 

, transacting life assurance must deposit 

tMh the Pajunaster-General of the Supreme Court a permanent 
deposit of £20,000, and aU companies registered after July i loia 
must deposit a further sum of £20,000 for each of the other kinds of 
msurance busmess conducted by them—(a) to {e) above. The^e re-u- 
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lations are modified by SS. 31 and 32 of the Act of 1909, as follows: 
(T) Neither deposits nor separate funds are necessaiy' in the case of 
Fire and Accident business if the company has made a deposit in 
respect of any other class of insurance. (2) In the case of Employers’ 
Liability and Bond Investment business, when the separate funds have 
reached' ^40,000, the original deposit of £'20,000 is refunded if deposits 
have been made in respect of any other class of business. Companies 
transacting Re-insurance business e.xclusively have been held hable to 
make the usual deposit. 

—Separate Revenue Accounts must be presented and 
separate funds be kept for each class of business transacted. Each 
separate fund is to be the security of the pohcy-holders of that class 
and is not to be apphed except for their seixdce. The Auditors must 
certify that this regulation has been comphed with. 

\i the end of each financial year, the company must prepare: (a' 
Revenue Account (First Schedule) for each particular class of business 
i/j] Profit and Loss Account (Second Schedule), except where the 
company carries on one class of business only; (c) Balance Sheei 
(Third Schedule). These accounts must be printed, and four copie: 
must be deposited with the Board of Trade within six months of the 
cluse of the period to which they relate. These accounts are subjec 
to audit under the pro\'isions of the Companies Act, 194S, and share 
holders and policy-holders are entitled to copies of them. The Fourtl 
Schedule consists of the ^■aluation Balance Sheet dealt with above 
The prescnbed forms for the above accounts are shown on pp. 737-741 

It will be noted that the Statutoix' form of Balance Sheet enforce 
publication of full details of the assets held. The power of an assuranc 
company to meet its obligations is of paramount concern to the assured 
Hence the object of the"legislature is to ensure that full material fo 
judgment shall be available. 

The Revenue .\ccount is a simple Income and Expenditure Accoun 
with the sides reversed), the object of which is to show the growth 0 
decline oi the Funds in Hand available to meet the Company’s habili 
ties. The Profit and Loss Account is necessar\’ only where more tha 
one class of business is transacted. It then takes the place of th 
Appropriation .Account of commercial usage, combining the profits 
the several departments, and showing the dividends^and bonuses paic 
If the Company is a limited company, the Balance Sheet (Schedule E 
mav be filed with the Registrar as “ the statement in the form of 
Balance Sheet.” 

The Accounts of British Assurance Companiesare pubhshed annuall 

bv the Board of Trade and form a bulky Blue Book. 

Tlie student who desires to follow Assurance matters in moi 
detail than is possible in this place is referred to the author s Accouniin. 

pp. 792-537. 
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EXAMINATION QUESTIONS. 

1. \Miat statute now regulates the accounts of Assurance Companies? 

Briefly describe the accounts which a Life Assurance Company is under obliga¬ 
tion to publish. (Royal Society Arts.) 

2. In connection with Insurance, what do you understand by the following: 
Mutual Companies: Tariff Companies: Surrender Value: Quinquennium? 
(Chaytcirj. Accciinianis.) 

3- Explain the following class of policies in connection with Assurance: 
Endowment; Whole Life; Without Prohts. 

4. \\'hat is meant by a “ Quinquennial Valuation ” in connection tvith life- 
assurance accounts ? Submit a pro-forma Valuation Balance Sheet sho\^'ing the 
results of a quinquennial valuation. (Rcyal Society Arts.) 

5. Give a p}0-for}}:a \'aluation Balance Sheet of an Assurance Company. 
Contrast the methods of ascertaining profits employed by an Assurance 

Company v ith those of a commercial undertaking. [London Chamber Commerce.) 

6. Under what heads should investments, other than Mortgages, of a Life 
Insurance Company be classified in the Balance Sheet so as to comply with the 
provisions of the Life Assurance Companies Acisf [Chartered Accountants.) 

7. The following item appeared in the Balance Sheet of an Assurance Company: 
Loans on the Company’s Policies within their Surrender Value, /45 ,qS 6. Explain 
the meaning of this item, and describe the steps you would take to verify it as 
auditor to the Company. \Cha>tereJ Accountants.) 

8. Briefiv describe the form and scope of the annual accounts rendered 
obiigatorv on Assurance Companies by the Assurance Companies Act, 1909. 

Select one oniv of these accounts, and contrast it with an account of like nature 
prepared for similar purposes by a commercial company. [Royal Society Arts.) 

9. Explain the meaning of the undermentioned items which appeared in the 
annual aA'Ounts of a Life Assurance Company, and state where they should 

Life Assurance Fund at the 

interest, 
granted. 

A,o.45j : Deposit with the High Court, ^20,440; Mortgages on Property ^Hthin 
the United Kingdom, £400,489^ Claims admitted but not paid, £66,431. [Char- 
/: Xrr -unt-intso 

10. Show the f:*llowing amounts in the form prescribed in the First Schedule 

• J j j- / r".-*;;! c dr’'. IGOO: 


annual accounts 01 a i-iie Assurance »^ompan\, auu biaic uacic uies 
appear in the published accounts of the Company: Life Assurance Fund 
becinnma of the vear, £4.<^99-07 ^Income Tax dess rebate) paid on L 
dividends, etc., iGo58 ;'Claims. /10S.4S7: Consideration for Annuities § 



*3i.5"o; Claims bv Maturity, /2S.100; Consideration for Annuities 
I rraiite New Premiums. /lo.'ooo; Renewal Premiums, /iiS.ooo; Sur- 

'o.-nders. C imnv.ssion, £0.ioo; Expenses of Management, £15,010. 

II. Prepare Revenue Account and Balance Sheet, as on December 31, 1933- 
.0' ti>e Popular Mutual Assurance Company, the following being the L^ger 
Ibtbin.es: .\ssur.ince Fund, December 31. 1032. ^739.100: Assignment Fees 
I' Vnnuitie'. 72,soo; Acents’ and other Debit Balances, £2,750, British 
G'.v'ernmeut Setuntii s. tiuyDoo: Consideration for Annuities panted, £6.200; 
< Liims paid and c*utstaiid!n'2, Qsi.Soo: Commission, £ 1,000; Claims admitted 
but n-t fail, ^".soo; Cash at Bankers. £0,355 ; Cash in hand, £75 ; Depositwath 
. I } I. q O', .ii^'t ^ C'-'o; Expenses of Manai^ement. £4,700; Foreign Government 

, - Freehold Ground Rents, £46,900 ; House ProperUy £84,500; 
^‘’'[>N-idcn is. and Rents. £20.400; Income Tax on Dividends and Rents 
Ind:"-n an i Colonial Government Securities, £14,700: Interest accrued 
v.t'nnt vet payable to the Company, £6.500: Loans on Reversions, £5.200; 
L.."irs on’ I'-'hcic- 25:^.100: Mortcia^es m the Lnited Kingdom, £2ii,boo, Out 
; m Pp miumG 420 : Outstanding Interest. Dividends, and Rents £700 : 
AdGGures and Furniture. O.^oo; Premiums, £52,600, R^way and o^ei 
1 •Doenture and Debenture Stocks. £137.200; Railway and other Preference Stock. 


Interest. 

i ' ‘ U yV ' 
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and Shares. £i2,000; Surrenders, £^.4' 

Accoufifanfs.] 

12. Make out in the form prescrii.C'i tl'e acc 'int- t;;'" 

Societv from the follovcins: Assurance Fund, January j, - - —uraio ' 

Fund. December 31. i'cy'.ooy: Prc-miums. ‘^'u;^tar. !:u.'c I r-.-mnn;' 

•^2,335; Loans on Societv's Policies, £14.707; t -n^id'-Tatu n ! r Ann uAie* 
Ranted, :i35o; Claims by death. £19.6o^; Commission?. .{544: I'-xpens^s o: 
Management. £2,344; Reductions allowed to members on their I’rem.mir.', 
/r,S6o; Interest. Dividends and Kents, £0.030; Annuities, £1,173; M^-rtcaue: 
on Properny £70,360; British Government Securities, £57-034 : Raiu-vay Sbar^-s 
/112.746: Proht on Reversions fallen in, £2,156; Outstanding Interests anc 
Rents, £i,oSi; Balances due by Agents, £o6; Claims admitted but not paid 
£4,177: Depreciation on Investments, £3.075: ^ur^^:nde^s, £1.700: bundi;^ 
Creditors, :iS36: Loans on Personal Security, £''^7; Accrued Interest, £2,2'r< 
Cash in hand, £2,035. 'C/iu/hori .-fcccau.yj^i/.O; 


13. Prepare a Revenue Account an.l Balance Slieet from the followin:: list ( 
balances in the books of a Life Assurance Company: — 

Assurance Fund at the beginning cf the year, /t.boo.o^-o: Annuiti-'-s Paid 
/r2,50o: Bonuses to Policy Holders, £15.000: British Government Securities 
£100,000; Consideration for Annuities granted. £14.000; Ciaims Admitt-..] 
but not paid, £14,500; Claims Paid. £2'^o,ooo: Commission Pail, £27,0''o; Cas; 
at Bank, /45,ooo: Expenses of Management. ;'37A-'oo: Indiari” and C-l-mia 
Government Securities. £110.000; Interest and Kents rt-cei\-ed. £130.000; lo-anf 
on Company’s Policies, /eio.ooo; Leasehold Ground Rents Investments’ 
£6,000: Mortgages within the United Kinedom. £>‘Oo.coc: Mortgages on Ratos 
£1.200,000; Other Sums ov.-ing by the Company, £ !.2oo: Outstandintr Premium- 
and Agents' Balances. £56,000; Outstandincr Interest ireceivahde , £57,0 ':jO 
Premiums, £460,000 ; Premises and Furniture, £26,000 ; Reserve Fund. £150.coo 
Rent Charges (Investments;. £36.200 ; Railway and other I’ebentures, / rj 50,000 
Surrenders,/42,000. iChriii-sycd AccourJar.fs.^ 

14. From the following Trial Balance prepare Balance Sheet and Reveniu 
Account of the Life Assurance Society:— 

Mortgages on Property within the United Kingdom, £400 .cod; Mortgages or 
Property out of the United Kingdom, £50.000 ; Loans (-n Life Int-rTcst-. j'i .o.oro 
Loans on Reversions, £.200,000; Loans on So ciety's Policies within th.eir Surrtmdci 
Values, £000,000; Investments: Municipal Securities, United Kingdom. £500,000 
Indian and Colonial Government Securities, £i,000.coo; Freehold Ground Rents 
£ 3 oo,ooo: Reversions./500.000; Outstanding Premiums, £50,000; Outst.uidmc 
Interest,^ Dividends, and Rent. Fio.ooo; Surrenders on^Business within tin 
L'nited Kingdom, £20,000; Surrenders on Business outside the United IGngdom 
/r.ooo; Cash in hand, £50,000: Claims admitted, but not paid U'r.., *'10.000 
Claims on Business within the United Kingdom. I'eoo.ooo; Claims on Busincs; 
outside the United Kingdom, £Io,cgo: Sundry Creditors, £13,000: Anm.unt <'•: 
Life Insurance Fund at beginning of year, £4.0:0,000; Expenses of Managem-mr 
£20,000; Premiums on Business within the United Kingdom. £4^0.000: Prc' 
miui^ on Business outside the United Kingdom, *6,000. 

y*ot£. —£10,000 Indian and Colonial Government Securities ha^'c■ been dcpositC'. 
with the Government of the Cape of Good Hope in respect of Life Assuranct 
business. {IncorporaiTu Accourdards.) 



Chapter XX 


BANK BOOK-KEEPING 


This chapter deals with the book-keeping s^-stem adopted by banks. Xo 
ietails can be given here of the various labou^-sa^dng machines now popular in 
oanking circles.* Principles only can be dealt with.] 

The business of a banker is practically a cash business, and although 
t is not veiy’ complex, and subject to strict routine, yet the voluminous 
transactions, and the necessity for keeping the posting of the books 
ibreast of the transactions, so that the bank may know how it stands 
IS regards each customer indi\'idually, and its own position at the close 
af ever\' day’s business, make it imperative to employ special methods 
3f posting. Unless the books are UTitten up minute by minute, over¬ 
drawn accounts, wth consequent bad debts, cannot be avoided. To 
meet this necessity for prompt entiy of all transactions, banks have 
idopted the shp-system of posting. As the student is aware, this is 
not a system of book-keeping, but a method of rapidly posting books 
kept on double-entry principles. It is more fully employed by banks 

than by any other class of undertaking. 

The current accounts of customers are kept posted continuously 
by means of slips, i.e. forms fiUed up either by the customers themselves, 
of by the bank officials. Bv far the greater proportion of payments 
into'banks consist of cheques ^d (to a lesser extent), bills: only a 
relatively small proportion consists of notes and coin. 

WTien cheques and cash articles are paid in to credit by customers, 
they are, as everjffiodv knows, detailed in pa}nng-in slips, the form of 
which needs no illustration here. The recei^'ing cashier enters this 
pa^nng-in slip in his Cash Book, and, ha%-ing done so, passes it on to 
the ^^■aste Book keeper for analysis. The keeper of the y aste Book 
hands it to the Ledger keeper to be posted, and from him it passes to 
those responsible for \\Titing up the Pass Books. In a similar way, the 
oriffinal cheques dra^^m on the bank by its customers ^e utihsed as 
posting slips, and these furnish material for the debits m the current 

Account Ledgers and the Pass Books. ^ , ,, , • 

It i\ill easilv be seen from the above that the double-entr>^ is effected 

^^-ith the mininfum delay. The cashier pacing a customer’s cheque over 
the counter, enters the amount in his Cash Book. At the end of the 
dav, all these pa\Tnents are aggregated and posted through the Gener^ 
Cash Book to the credit of the Cash Account m the General Ledger. 
This disposes of the credit entixn The cheques are handed, as the} ^e 
paid, to the clerks who keep the current Account Ledgers, and are 

* \ text-book on the use of accounting machines that can be recomniei^^ 
confil by 0*. Su.tob. issued by lb. pubbsbe« of 

this book. 
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posted by them to the debit of the customers’ current accounts, thus 
completing the double-entr}-. Subsequently the cheques are entered 
to the customers’ debit in the Pass Books. 

By utilising slips in this way, numerous ledger keepers can post 
the ledgers almost as quickly as the transactions occur. This would 
be impossible if the usual bound books of original entry were employed. 

Transactions that are not covered by original documents are posted 
by means of dockets, i.e. by forms filled up by the bank’s o^\■n staff. 
Such transactions may concern bills discounted, coupons collected, 
cheque books supplied, loans advanced, interest charged or allowedi 
etc. Two specimen dockets appear below:— 


NATIONAL PROVINCIAL BANK LIMITED 

Prixces Street, E.C. 

June 28, 19.. 

Debit George Dickson, Current Account for transfer to 

Deposit .Account 


/too : 0 : 0 


L. C, C. 
Accountant 


This docket results from instructions received bv the bank from 

George Dickson to transfer Cioo from his Current Account to Deposit 
•Account. 



This docket is made out by the bank staff in order to debit John 
Smith \nth mterest on his loan to date. 

that the paying-in slips, paid cheques, and 
dockets are m effect loose journal entries from which the books are 
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posted. A large proportion of a banks’ stafi is continuous^ employed 
in posting into current account ledgers and other books these loose 
oumal entries. All the records made are interdependent and inter- 
ocking, and, in man}' cases, are arranged to pass through more than 
one pair of hands, as a safeguard against fraud. 


A Bank’s Books. 


The items which compose a t\’pical bank Balance Sheet indicate the 
Accounting requirements of a bank, and the financial and other books 
that must be pro\-ided to meet those requirements. 


Pass Books.—These are issued to all customers who keep current 
accounts with a bank, and also to customers who keep deposit accounts. 
They ser\’e to record aU transactions between a bank and its customers, 
and to show the state of the account as between banker and customer. 
The pass book is the property of the customer, but all the entries in it 
must be made by the bank.* 

The precise legal eSect of entries in a pass book has never been 
exactly determined. Entries in favour of a customer are printa-facie 
e\'idence, but not conclusive e\-idence, against the banker. A banker 
may prove that an entr}- to a customer’s credit is erroneous, and, if 
it is erroneous, the quicker he does so the better. But he cannot 
recover the amount wrongly credited, if the customer is able to show 
that in good faith and rehing upon the accuracy of his pass book he 
was induced to alter his position, i.e. to spend money that otherrose 
he would not have spent. A business-man would not, as a rule, find 
it easv to establish his good faith in taking advantage of a wrong entr}' 
to credit. But it would be otherwise with, e.g. an army officer on active 
^er\ice whose account was replenished by pa}Tnents m rnade on his 
behalf by an army agent {Skyring v. Greenwood, [1825]; Holt v. Mark- 


As regids entries against the customer, httle more can be said than 
that before a customer can be estopped from den}nng then accuracy, 
he rrlust have been guilty of such negligence as to have caused the banker 
to alter his position detrimentaUy, or to have acted m such a w'ay as 
to lead to the inference that he had treated the record m the pass book 
2 a seSed account. It is impossible to say, in the abs^ce of any 
legal decision on the points, what conduct would constitute such 
negligence, or amount to an acknowledgment that the account was 


Prudence and sound business suggest that the bajik^ shoffid 

^ customer should Carefully check the book and immediately 
point out any inaccuracies, and this is the course toUowed. 


reS colTJ oi the entnes made in the customer’s .Account. 
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Pass books show a certain amount of variation in form. A ivpical 
ruling is the foUomng:— 


A. K. Fison, Esq. 


In* Account with 

Westminster Bank, Limited. 
.Branch. 


Date. 

Particulars. 

D. 

ebits. 

Cf' diti. 


Baianc-^. 




i 


d. / 5. d. 


C 

..A 

d 


0 

0 

Balance 




20s 

I 4 

6 

Cr 

.. 15 

BcLTclavs Bank 



25 0 0 

230 

T 

I 4 

6 

Cr 

.. iS 

J. Brown 

5 

s 

Q 


T 



iS 

Cash 

10 

0 

0 

214 

I N 

Ci 

Cr. 

M 20 

L. C. Cropper . 

C50 

0 

0 

35 

-4 

3 

Dr. 


It will be seen that the balance is showTi at the end of each day on 
which any transaction has taken place. Some branches draw attention 
to an overdrawn (Dr.) balance by printing it in red: other branches 
use other methods, such as printing it m italics. It is the usual prac¬ 
tice for auditors to apply direct to the bank for a certificate of the bank 
balance at the closing date of the accounts under audit. In most cases 
a Reconciliation Statement will be necessary- in order to agree the 
amount certified with the Cash Book balance at the closing date. 

The General Ledger.— This is the key ledger of a bank’s accountinc^ 
system. It contains adjustment accounts recording, in totals, the 
b^k s^sets, liabilities, profits, and losses, and their dailv fluctuations 
The ledger 15 self-balancing, and a Trial Balance extracted from it 
enables a Profit and Loss Account to be prepared expeditiously. 
Behmd, and in support of, this ledger, there are numerous sub^idian- 
ledgers ^d registers containing the detail of which the totals appearin'- 
m the General Ledger are composed. These ledgers “agree” with 
^d e.xplam their relative ledger accounts in the General Ledger. 
Totals only are entered in the General Ledger, and these represent "the 
mass of detail ansmg out of the day's work, under each heading. Thu^ 
for ex^ple, all cash paid m by customers during the dav, appears iii 

Customers’ Account. A't the close of 
each day, the detail balances of any single subsidiarN- ledger, or group 

of subsKha^- ledgers, should agree unth the relative account in the 

General Ledger. A hst of accounts usually found in a bank’s General 
Geclger, and a specimen account appears on p. 74S. 

I pd?pr nf specimen Trial Balance extracted from the General 

b 2 £ ^ Account and Balance Sheet in the form adopted by 

Atisuer: Credit balance of P. and L. Account, 1256 ySS 14s ■ 

Balance Sheet totals, £21,142,612 ns. 5^. " ^ ' ’ 
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The Loamshire Bank, Limited. 


GENEIL-\L LEDGER TRL\L BALANXE, DECEMBER 31, 19... 


Share Capital, 1,000,000 shares of /lo each, 
£1 paid ...... 

Reserv'e Fund, invested in 5'^^ War Loan 
Current Accounts ..... 

Deposit Accounts ..... 

Acceptances for Customers 

Indorsements and Guarantees 

Cash ....... 

Bank of England ..... 

Foreign Correspondents 

Short Loans ..... 

Investments...... 

Investments on account «.■! Rescr\ o Eun !, 
5% War Loan, 1929 47. £555.555 lA 
Stock at 90 . 

Bills Discounted . . . . . 

Loans and Advances to Customers . 

Bank Premises ..... 

Customers' liabilit}' for acceptances 
Indorsements and Guarantees per contra. 
•Interest received .... 

•Commission . . . . . 

•Discount ...... 

Profit and Loss Account, BMance brought 
forward . . . . . 

Interest paid ..... 

General Expenses .... 

♦Bad Debts written ofi . 


Dr. 

/ s. 


113.26S 19 
i,oo6,o.t9 13 
100,219 14 
3,241,02s 9 

4.441.26514 


Cr. 

d. / 5. d. 

1,000,000 o o 
500,000 o o 
15,122,111 14 9 

3,460,116 2 2 

771,411 13 6 

37,010 o o 

5 

1 

4m 

6 
2 
6 


500,000 0 o 

3.114.122 19 3 

7.7^S.354 13 o 
126,890 14 9 

771.411 13 6 

37,010 o o 

266,135 II 3 
22,126 19 s 
121.SS4 16 9 

114,66s 17 9 

80,261 16 2 

91,212 14 9 

64,368 13 6 


/21,415,465 15 10 /21 415.465 15 10 


Sole. —Resei^'e £32,184 65. oi. for rebate on bills discounted. The Profit and 
Loss Account balance is the balance left on tliat account aitcT the payment of a 
^Addend amounting to /loo.ooo on February 3, 10... It is not deemed desirable 

i^ bhe interests of the Bank to make public the totals of those Re^'cnue Accounts 

marked *. 


Day Book (Daily Summarj’) or General Cash Book.— This is a 

classified surnmar}' of the day's transactions, grouping together, on 

appropriate sides, the total entries for the dav as thev appear in'the 

Cash Books, Journals, and other books of original entn,'-. The General 

Ledger is posted from this book, a specimen of which appears on 

p. 750. Although frequently called a Cash Book, it will be noted that 

the book combines the functions of a Cash Book with those of a 
Journal. 

Current Account Ledgers. —These are usually ruled as shoMTi on 
p. 751 in cases where interest is allowed on current accounts or as shown 
on p. 752 when no interest is allowed. 






GENERAL CASH BOOK. 
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If, in the latter ruling, only one “ Balance " column is provided, 
debit balances are entered in red ink and credits in black ink. In 
some banks all ledger accounts are \\Titten up in triple column form, 
as sho\yn in the current account on p. 752. 

Received (Counter) Cash Book.—Each receiving cashier is provided 
with a Cash Book ruled as under:— 

RECEIVED (COUNTER) CASH BOOK. 


Money. 


Xotes. 

Name. 



Total of Credit. 

/ 

1 

5 . ^ 

d. 





/ 5 . ■ d. 

160 ! 

1 

10 ’ 

1 

6 

£50 

Child Bros. 

• 

• 

210 loi 6 


i 

J 

> 


10.5 




4 


! 

• 

327625,37 





15 

Oi 

1 

j 

0 


Moore & Co. 

• 

• 

0 

0 


• represents a payment in of £210 los. 6d. U160 10s. 6d. 

com and /50 m notes). The second entry- represents a payment in of /115 

^ cheques); it be noticed that the cheques received are 

mcluded m the total column but are not stated separately in this book. 


The coin is placed by the cashier in his till, and the notes and 

cheques are pinned to the pa\ing-in slip and passed over to the Waste- 

Book clerk seated immediately behind him. This clerk enters the 

items in his Received Day Book,"' analysed according to the manner 

m which they will be collected by the Bank. The ruling of a Received 
Day book is shown on p. 754. 

The notes are handed to special clerks to hst and pav into the 
bank s accoimt at the Bank of England, and the cheques are passed on 
to the cle^g department for presentation at the London Bankers' 
Uearmg House. Cheques on non-clearing banks go to the “ Walks " 

dep^ent for collection by the “ alks ” clerks. The pa^'ing slip 
itself IS handed to the ledger keeper for posting. 

recording transactions with the Bank of England is 

c^ed the Bank of England Book ” or " Goldsmith’s Book.” a ruling 

of which IS given on p. 754. Notes received by the Bank of England 

are not re-issued but, after bemg canceUed, they are retained for 
seven 3^ears and then destroyed. 


Deposits.— Banks accept cash on deposit at interest from customers 

^ notice usually seven da3-s, or at longer periods of 
notice as may be agreed between banker and customer. The interest 
^owed on deposits varies with the bank rate, and for deposits at short 

ouentlv Customers fre- 

Kegister, contaimng the same mformation as illustrated in the 



Ki:ci*:i VIvl) DAY 1U)()K (Wasik I^ook) 
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Diary given below. Deposit receipts are sometimes issued to custo¬ 
mers. These are neither transferable nor negotiable. Usually, how¬ 
ever, all transactions on deposit account are recorded in a Deposit 
Account Pass Book. Deposits received are recorded in the books of 
the bank’s receiving cashiers, and dockets are made out and entered in 
the Deposits Diary ruled as follows:— 


DEPOSITS DIARY. 



When deposits are repaid, they are passed through the paying 
cashier’s books, and the Deposits Paid Register. If deposits are re¬ 
transferred to Current Account, dockets are made out and entered in 
the Deposits Register, and the Customers’ Deposit Accounts are debited 
and their Current Account credited. All deposits are posted to the 
Deposits Ledger, ruled in parallel columns to record the deposits, 
Muthdrawals, balances, number of days, interest, etc. 

Paying Cashier’s Counter Cash Books.—Each paying cashier is 
provided with a Cash Book ruled as imder:— 


PAYING CASHIER’S COUNTER CASH BOOK. 


(Supplementary Paid Cash Book.) 



Numbers of Bank 
Dotes. 


Amount of 
Notes. 


226121/3 

i 

£ 

15 

3/5 

1 


1 

1 13298 

xo 

i/io 

1 



Monev. 



Before pa3rmg a cheque, the cashier scrutinises the signature or 
signatures to the cheque, and the indorsements, if anv, and satisfies 
himself that they purport to be correct and in order. If he is in doubt 
as to the genumeness of the customer’s signature, he compares it with 
the specimen signature of the customer in the bank’s signature book; 
and if there is any doubt as to the customer’s balance being sufficient 
to meet the cheque, he refers to the customer’s current accoimt in the 
Iw^er. All paid cheques are entered at the time of paying in the Paid 
Cash Book, illustrated as follows:— 
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PAID CASH BOOK. 
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A suitably ruled Bill Ledger, with an account for each customer, 
is also kept, the ruling of which is sho^\'n on p. 757. 

The outstanding balances in the Bill Ledger should agree, at any 
time, with the like information extracted from the Bill Diaries. 

WTien bills are purchased (discounted), the bank records them in a 
Bills Discounted Register, a ruling of which appears on p. 757. They 
are also entered in a Bills Discounted Diary' similar in form to that 
already given on p. 756. In order to keep a check upon the bills 
purchased from any one customer, a memorandum Discount Ledger is 
also kept. The " maximum ” limit of accommodation fixed (if any) is 
recorded at the head of the customer’s account. 

WTien bills are discounted, posting slips are prepared crediting the 
customer mth the face value of the biU, and debiting him with the 
discount charged, through the General Cash Book, and the General 
Ledger, “ Bills Discounted Account ” is debited with the daily total of 
the bills purchased, and Discount Account is credited with the total 
discount charged. WTien the bills mature, the cash books are debited, 
and Buis Discounted Account is credited with the total of the bills due 
each day as explained in the case of short bUls. 

Acceptances. —Banks imdertake to accept bUls on behalf of 
customers who are required to satisfy foreign exporters that the bills 

ACCEPTANXE LEDGER. 

B.\xk of Id.\ho. 


Number. 


Date 

Accepted. 

Date Due. 

Of 

Credit. 

Of 

Bill. 

Dr. 


Cr. 

Balance. 


19... 





/ 

s. d. 

1 

/ s^d. 

i 

i 

• * 

1 ; 

5J 

1 

\d 

Mar. I 

June 

4 

3256 

1421 

200 

0 0 

i 

200 i 

0 

0 

1 

June 

4 

Due 

Due 

1 

> 

1 

* * 

200 0 0 

1 

1 




dra\Mi upon them by those exporters will be duly paid. Customers 
so accommodated are charged a commission. Bills so accepted 
are entered in an Ad\ice Book and an Acceptances Register containing 
full details of each acceptance. Acceptance Diaries are also kept, 
similar in form to the Bill Biaiy already described and illustrated. 
A memorandum Acceptance Ledger is also kept containing ^ 
account for each customer for whom bills have been accepted. The 
customer is debited with the bank's acceptances on his behalf, 
credited as and wLen he pays the bills. These accounts therefore 
show^ at anv time the acceptances outstanding on behalf of customer 
individually and collectively. The ruling of an Acceptance Ledger is 

given above. 

Securities.— Customers frequently deposit securities and other 
valuables with their bankers for safe custody; and, m the case of bearer 




SECURITIES RECEIVED REGISTER. 


15A.\K bUUK-KhhnNG 



—I X 
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securities, request the banker to detach the interest coupons as they 
fall due, and collect them on their behalf, and also to notify them 
should any of the bonds be advertised as having been drawn for redemp¬ 
tion. As a rule, bankers perform this service for their customers gra¬ 
tuitously. A banker has no lien on securities or other valuables de¬ 
posited for safe custody, unless a lien be specially created. But where 
the banker detaches and collects coupons attached to securities, it 
would appear that he has a constructive hen on the securities to the 
e.xtent of anv monevs due to him, or that mav become due to him, 

• w ’ 

from the customer for whom he so acts, so long as they are in his 
custody. 

Securities thus held for safe custody are recorded in a Securities 
Received Register, as illustrated on p. 759. 

A memorandum Securities Ledger is also kept containing an account 
for each customer who deposits securities, in which a full description of 
the securities lodged and withdrawm is recorded. 

Where the securities or other valuables lodged for safe custodv are 
contained in locked boxes, the banker takes no cognisance of the 
contents of the boxes. 

Loans to Customers.—Loans made to customers, and the interest 
accruing thereon, are posted by means of dockets, as already illustrated, 
and details are recorded in the Loans Ledger, in which an account for 
each borrower is kept, recording full details of loans made and the 
securitv deposited as cover. The ruling of a Loans Ledger is given on 

p. 759. 

Where overdrafts are allowed on current accounts, the maximum 
credit allowed is recorded at the head of the customers’ ledger accost. 

Banks do not advance loans lor indefinite periods. A Loans Diar\- 
is therefore kept recording the fixed due dates of all loans. 


EX-ANIIXATIOX QUESTIONS. 

1. A bankin? institution has accepted bills drawn upon them on behalf oi 
customers, oavraent to be provided for by the latter on_ or beiore maturit;. 
State how the respective responsibilities ot the Bank and of its customers sQOu.u 
be stated in the Balance Sheet of the Bank. \Cha>te/cd Accouyuants.) 

2. On hs'ovember 15 the Loamshire Bank, Ltd., purchased a two months bill 
for -^'loo dated October 30, dra^'■-n bv William Archer and accepted bv George 
^haw State the entries which the Bank would make when recording this^ans- 
action, and give the ruling of one of the books named by you as employed b\ tne 

Bank. [Royal Society Ayis.) , u, • 

3. Explain briefly the methods employed m order to keep the books 01 a 

On Tulv ^i, George Reimers paid in the follo^^ang to hi^ Bank m ihc Lit_ . 
Cheque ^Geo. Smith,"London^ ^15; Cheque i^Robt. Robinson. London , i-o, 

Gold, i'lo; Bank of England Notes, t'eo. _ , k i - R.nk from 

Describe the passase of the above items tnrough the book:^_oI the 
the moment of their receipt until credited to the account ol George Reimer.. 

(Roval Sccictv of ArU.] , j 1 -d 

' 4. R. Craven opens a bank account on Januaiq- i with the Ro^dale 

Companv, and deposits on that date £1,000. He pavs m ^ J^Jn’Febri^' -'o 
20. /500: March 20, iAoo: May 20. ^700; he draws out on Febru^ 

/I 200, on April 20 £1,000, and on June 20 £500. Calculate the Bank Interest, 
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counting 5% on customer's debit balances and 2% on credit balances, and close 
the account on June 30. (Incorporated Accountants.) 

5. Define the term “ Bank Rate,” and show how the level of Bank Rate affects 
that of other interest rates. (Chartered Accountants.) 

6. Indicate the principal sources of profit accruing to a joint-stock bank 
carrjdng on business in England and Wales. (Chartered Accountants.) 

T> alternative rulings suitable for the Current Accounts Ledger of a 

Bank. From what materials are these ledgers witten up ? (Royal Society Arts.) 

8. On January- 25, John Smith called at the Union Bank of London and paid 
in the follo^ving:— 


Gold 

Bank of England Notes.^ " 

Cheque drawm on the Old Bank, York . . ! 

Cheque drawn on the Joint Stock Bank. Princes Street. E.C 


£ 

25 

50 

62 

41 




Tr^e ^e ^toty of the above items as they would appear in the books of the 
Union Bank of London. (Royal Society Arts.) 

T ^ “y Current Account with the National and Provincial Bank, 

Ltd., on October 19. the following:— 


Gold Coin 

• • • 

Silver and Copper Coin . 

Bank of England Notes . 

Cheque on the Bank of England 
To\v'n Cheques on various Banks 
Cheque on the National and Provincial Bank. Ltd. 


/ 

5. 

d. 

5 

0 

0 

0 

15 

9 

10 

0 

0 

15 

12 

0 

39 

M 

2 

16 

2 

4 

00 1 

4 

9 


Rule the foUowing forms and enter therein the foregoing items as far as the 

pa>Tnent across the^ount'er.te'ki^g'^^in'^^^^ in^fh^r'and^the rem^nd^ 

£5 Bank of England notes. ^ “ remainder m 

Rule a form of Paying Cashier's Counter Cash Book, and enter in it the for,, 
gomg transactions. (Royal Society Arts.) u enier in it the fore- 

II. Give a ruling suitable for use in the Current Accounts Ledger of a Bank 

notice (assets sidel * ir\ i ^4 ^ * 1 ^' 'Ione\ on short 

Cp.« ^,5«,o«c; Caah .. Bank E.gUnd 
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rs' Current and Deposit Accounts, ;^i7,58o,ooo; Bills Discounted, Loans and 
.vances, £14.482,000; Freehold Premises, £380,000; Rebate on Bills Dis- 
anted, not yet due, carried to next account, £24,300; Reserve Fund, £1,200.000 ; 
lo- lkb ’ Government Securities, £1,250,000; Other Government Securities, 

2*0 000 • Profit and Loss Account (undistributed balance), £110,680; Securities 
“deed with public bodies, £81.000; Indian and Colonial Securities, £1,101,000. 

1 the same date (December 31) the acceptances on behalf of customers, and for 
lich they were hable, appeared in the Acceptance Book of the Bank at 
,725,420' Prepare a Balance Sheet as on December 31. (London Chamber 

tmmerce.) 

16 From the following figures prepare the Profit and Loss Account and 
alance Sheet of the B. C. Banking Company, Ltd., at December 31: Capital, 

■ 000 000 ■ Resen-e Fund, £i ,000.000 ; Cash at Head Office, Branches and Bank 
England’, £4,685,459 id.) Loans atCaD, £2.920 183 14s. 8i : Interest paid 
, Customers, £67,599 id-l Profit and Loss Account Bailee, June 30, 
316 i6i 6S5 I2S. ; Investments: Consols, £6.950,248 17s. la., Colonial Stock, 
340’127 3S. 9d.; Corporation Stock, £1,209,246 i8s.; Other Securities £12,732 

[T ij Salanesand Expenses, £217,196 IIS. 6i.; Current and Dep^it Accounts, 

liaso'iio 7S. lod.; Liabilities on Acceptances, £3.234,502 i 8 s. 6 <i.; Dis- 
3unted Bills Current. £10,140.079 14s. 4^.; Advances to Customere. |io,434 
Ad ■ Rebates on BUls not due carried to next Account (debit Profit ^d L^ 
ccount) 227,207 65. 2d.-, Liabilities of Customers for drafts accepted by ffie 
tank (as’p^r contra). /3.234.502 i8s. 6d.-, Freehold Premises, Fixtures. Md Fit- 
incs 2488 I->7 5S 2d.-, Amount now written ofi Premises Account, £20,000. 
tross ^ofii for Half-vear, £ 553-335 id. (Incorporated Accountants.) 

17. From tlie following particulars prepare the Profit ^d Ixiss Account for 
he half-year ended December 31 and Balance Sheet at that date of the purity 
lankmj'Company, Ltd. Before doing so transfer £50,000 to R^i^'e Account 
nd write on 2^30.000 from Premises Account; bnng into account Retet^n Bills 
Wounted 2V0 600, and Acceptances on Account of Customers, £1,560,000. 

„ ?S° ■, “f 

^^R^^'el^n^ 2'2,50o.w»^ Investment in Metropolitan 
^^^'^f^'^^r^'roorathin^Stocks 21 S76 540 ” Discounted Bills, £8,940,570; Interest 

Pa^d'^t^CuSorcATb^SorCapit^S^ 

S^ss l^ofit 2 548 4“2o:' Investii^ents in “ Other Securities. £300.500. 

Ts D^aw 'up a rough Balance Sheet of an English joint-stock 
than the Bank o"f LgVnd) and explam the significance of the items mcluded m it. 

{Chartered Secretaries.) 



Chapter XXI 


BILLS OF EXCHANGE. CHEQLE:^. PRO.MI>SOkV XOTE.'' 

references throughout this section are to the lull- .f / o ; ^o-, jo 

Iunless otherwise stated.' ' . “ 

The law governing Bills of E.xchange. rhcjue.s, and Pronn.M,r^■ Note, 
s contained in the follotnng Statutes: The Hilh nf Hxclunuic Ad, • 
Bills of Exchange [Crossed Cheques) Act, nu;: and the BilC of 
E^clm,l^e almeof^otr,lz) Act, 1917. The rule.s in bankruj.trv relating 

instruments continue to apply thereto, notwithstanding anv- 
hing contained in these Acts, and so also do the rules of rornmon 

nv oMh"! " f'tr as they are not inconsi..tent with 

an} of the express provisions of the Ar{< 

■ Cheques, and PromissoiA- Notes belon- to that 

imited but highly important class of commercial documenrs knmvn 

^J^^otiable^lji^nie^ A negotiable instrument is a dorum, 
.ontaining a contract toThe ownership of which document are attar hed 

presumed to be the lawful owner of it. The document with all the 
ights conferred by ,t can be transferred bv one pe-t" to h r 

provided that he takes it in good faith, takes it freS from anv rmhN 
^fh^trln^ the transferor, and free from am- <LhVct 

.strnments are an e.xcept'ont r™'nera! "^011^ 

onds, Debentures pavable to' bearer’ g Bill oi I a,l'L ''''‘"d 
.e qual,ties of a negotiable instrument, bu, i, ?' 

strument, because no one who takes a b.ll of ladtng can ac'imle ,a 

.LTby °a“".,sl“id pTef bl.L'f.-lT, "form.yiy 

iirial and general custom of the realm as interDr*^t ^niditum and the imme- 

t ongmate in any formal enactm'nSmceitdo.. 

itute Law consists of Acts of Parli;^mfnt law'• 

contradistinction from the Common Law an^^ nar^rofC^ ^vntten Iaw." 

I). i.u»uKti oj LoKwetcial Law, 

3ends on commercial usa^o“e ”!^^hicVha\^^^^ Law m being unwritten, but it 

■ns as b,„b,„g. ba. ..b,eh'„.a?-t ^ 

nfi a ’ r ; • 
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better title to the goods represented by it than has the person who 
transfers it. 


I. Bills of Exchange. 

Uses of the Bill of Exchange. 

{a) It affords a cheap and safe means of remittance, avoiding the 
transfer of actual cash. Since a bill of exchange may be freely nego¬ 
tiated, the same bill may effect many transfers of funds, and so settle 
many debts, before it is finally discharged. 

(6) It is a great instrument of credit, enabling the seller of goods 
to give credit to the buyer, and at the same time obtain ready cash 
for himself. For example: A manufacturer sells to a merchant 
£100 worth of goods, one of the conditions of sale being that the 
buyer shall accept the seller’s bill of exchange payable three months 
after date for the price of the goods. The seller draws, and the buyer 
accepts, the bill. The seller then indorses the bill in blank, takes it 
to his banker, who discounts the bill. That is, the banker i^ediately 
credits his customer’s account with the amoimt of the bill, less the 
charge for discounting. If discount rate were 6% p.a., the amount 
credited would be ;^ioo less i of £6 = £98 los. If the bill be duly paid 
at maturity, the banker retains the £100; if it be not paid, he returns 
the bill to the customer and debits him with £100, plus any expenses 
incurred. Alternatively, where the circumstances warrant such a 
step, the banker retains the bill, and sues as holder for value, the parties 

to the bill. ., , , , 

(c) An accepted bill of exchange is better evidence of debt than an 

ordinary open book debt. In the first place, a bill fixes the date ol 
pa\Tnent. Secondly, if a debtor is sued for recove^ of an opn book 
debt he may defend the action on any ground available to n™* 
if he'has accepted a biU of exchange for the amount, then, provided he 
has received due consideration for his acceptance, he has 110 defence if 
he dishonours the bUl. Thedrawer mayapply for summary jurisdiction, 
since the damages upon dishonour are liquidated damages (see p. 777). 

Legal Definition of Bill of Exchange.—A bill of exchange is an un¬ 
conditional order in writing, addressed by one person to another 
signed by the person gi\rng it, requiring the person to whom it is 
^ r\r\ HATnanH nr at a fixcd OT dctcnuiuablc futuTC tuue 


hearer (S. ^ [i'*). An instrument that does not comply witn tnese 
conditions, or which orders any act to be done in addition to the pay¬ 
ment of money, is not a bill of exchange (S. 3 [2])* .. . . l u.-ii 

The points to note about the above definition are that to be a bill 

of exchange the instrument must be;— 

(a) “ An order.” Not a prayer or entreaty but a co^and. 

ic nnt iinmnditional. but an unqualified order to pay, coupled witl 
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^ indication of a partictilar fund out of which the drawee is to re¬ 
imburse himself, or a particular account to be debited with the 

amount; or a statement of the transaction which eives rise to the 
bill, is unconditioned S. i . 

■x) In uTiting." Wntine includes print and n*pe\vritina. 

'i)^ "'Addressed by one person to another.” The word^ “ per¬ 
son includes a body or persons whether incorporated or not 5. 2). 
The person addressing the order is called the dra-j,er] the person to 
■\thom the order is addressed is XjL.ee. The drawee must 

be named or othertw.se indicated in a bill vrith reasonable certainty. 
A bill may be addressed to two or more drawees whether they are 
partneiS or not, but an order addressed to tv.'o drawees in the alter- 

natite, or to two or more drawees ;n succession is not a bill of ex¬ 
change- 5 . 6;. 

^ X) Signed by the person r.ving it.” It is nor necessary that the 

orawr should append his signature to the order at the time of makma 

It. He may do so subsequently after acceptance, but until he does", 

the mstrument L inchoate, i.e. incomplete. The drawer need not 

sign the order by his own hand; he may do so by his a^ent duly 
appomted for the purpose. 

i/, " Requiring the person to whom it is addressed to pay on 
deinand, or at a fixed or determinable future time.” A bill is payable 
on demand,^ when it is expressed to be so parable, or expressed to 
be payable at sight,” or *' on presentation,” or when no tim- for 
parent is expressed, or when a bill is overdue and it is then acc-^Dted 
or indorsed ,5. 10). " FLxed Time,” i.e. when a bill is exures^S to 
be pavable on a specitic future date, ” On the 30th September 
10— Pxed pav. ' Determinable future time,” f.c. when^ bill 15 
expressed to be pavable at a hxed period after date or si?ht 
iLxty days after sight pay.” or Three m.onths after date' pav ” • 
or on,^ or at a Pxed penod after, the occurrence of a specined event 
that 15 bound to happen, ” One year after my death pay.” But 
an mstrument drawn payable on or after the occurrence 01 a’^pe"ih7i 
event that mav or mav not happen is not a bill of exchange, no 
bill can be rn.ide payable on a ccntmgency. Thus to draw an instru¬ 
ment m the loUoinne terms, ” On the arrival of the s.s. Corn-.'.rart 

at Southampton payj’ is not a biU of exchange, since the Conr. r jkI 
ma} ne\er amye at Southampton ,5. iij. 

K.. ■ A “ money.” The sum mav be expressed to 

payable \nth mterest; or by stated instalments; or bv stated 
instalments imh a proedsion that upon default in paiTrent of'anv 

K ^ exchange to be ascenained as directed 

bv the bill, ^^■here m a bill the words and figures dirf^r m ^o^nt 

the amount mdicated by the words is the sum pavable • ar d where 

a bill IS payable \nth mterest, urJess the mstrument other\-i^^ 

proMdes, mterest runs from the date of the bill, or if ir i. urdated 

i bv reas'on th^ k 

Smdawl , A-for that it bears date on a 
- 3 -^d where a bill expressed to be payable at a 
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fixed period after date is undated, or where the ai:et,pt.in'.e .d Pip 
payable at a fixed period after sight is undated, any Imider rn,iv 
insert what he, in good faith, belieyes to be the true date of i'>ue 
ae'ceptance, and the bill shall be payable accordingly (S. 121. 

|/n " To or to the order of a specified persMU.’' The specified 
person is termed the pityce of the bill. A bill is payable to urdt r who i 
IS expressed to be so payable, or which is expressed to payable t 
a particular person, and does not contain words prohibiting tran-ter 
or indicating an intention that it should not be transferable x 4 . 
The payee must be named or otherwise indicated therein with 
reasonable certainty. A bill may be made payable to two or m(.r" 
payees jointly, or in the alternatiye to one of two, or one or some of 
seyeral payees. A bill may also be made payable to the holder of 
an office for the time being, c.g. " Pay to the Secretary of the Gas 

Light and Coke Company ” (S. 7). 

(i) “ Or to bearer.” A bill is payable to bearer which is expressed 
to be so payable, or on which the only or last indorsement is an 
indorsement' in blank (S. S jA. Where the payee is a fictitious 
or non-existing person the bill may be treated as payable to 

bearer (S. 7). 


There are thus primarily three parties to a bill of exchange, yiz- 
drawer, drawee, and payee.' But frequently the drawer and the payee 
are the same person, because the drawer directs patmient to be made to 
himself—“ Pay to me fus] or my jouE order.” And the drawer and 
the drawee may be the same person. In the latter case, the holder 
may treat the instrument, at his option, either as a bill of exchange or a 

promissory note (S. 5 .'2 ). _ _ 

It will be noted that throughout the aboye legal definition the stress 

is upon the certainty of the instrument. A bill of exchange is eyidence 

of a debt and security for its repacTuent. It is clear that if an order 

purporting to be a biD of exchange was encumbered ^nth conditions; 

or the sum payable, or the time of pacmnent, or the person by whom or 

to whom payment was to be made was uncertain; or if paxment \\as 

coupled \x-ith, or made contingent upon, the performance of acts cfiher 

than the paxunent of the sum expressed to be payable it xvould be 

practically useless as an instrument of credit designed for general 

negotiation. 

The foUoxxing illustrate common tx-pes of bills 
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The above is an example of an inland bill payable not to a specif 

person but to bearer. The bearer may be Sims, Woodhead & Co., 

any person to whom the bill may be negotiated, or the holder of t 

bill. A bill payable to bearer may be negotiated merely by delivei 

The expression \ alue received is commonly used on bills, but it 

unmatenal whether the words are added or not, since every par 

whose signature appears on a bill is primu facie deemed to ha 

become a party thereto for value (S. 30 'i:). The contraiy^ h 

to be pro\ed. For the stamp duty on bills, cheques, and promisso 
notes see p. 769. " 




Lon'dox, S John Street, W.C. i. 

Jamtary 15, 19.., 

Three months after date pay to Messrs. Soames and Walker 
the sum of Five Hundred Pounds value received. 

per pro . Howard and Fr.\xcis, Ltd., 

F. Watkixsox, Director . 

To Messrs. B.\ll & Co., 
iS Qceex Street, 

Cardiff. 



The above is an example of an inland bill dra^vn at a determinab: 
future time and payable to a specified person. The effect of drai^in 
a bill payable to A. B. is the same as if it had been draw-n payable t 


£250. 



Loxdox, S Johx Street, W.C. i. 

January 15. ig... 

One month after sight pay to us or our order the sum of Ttvo 
Hundred and Fifn- Pounds \‘alue received. 

J- J. M.^xistv k Co. 

To the iLvxiToxE Co., Ltd., 

Brit.\xxia Works, 

Southall. 


bm m^trated above is an example of an inland bill drawi 
^ a detenmnable future time and payable to a specified perso^bu 

aot usually drasm after sight, but eithS ou deiautorX daS “ 
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a rate as will produce for the seller the exact sterling amount of the 

bill. The indorsement takes the following form; “ Pav-or order 

at the rate of - per /i sterling.*' The amount converted into 

foreign currency at the rate indicated is then vTitten below the sterling 
figures on the face of the bill, and that is the amount in foreign currency 
to be paid by the drawee. In this way, the English drawer is relieved 
of any question of loss or gain from fluctuations in the rate of exchange. 
The drawer adWses his drawee of the con^’ersion rate. This phrase is 
not so commonlv used on bills as it was before our British banks and 
financial houses took up the business of foreign-exchange dealing. 

Inland and Foreign Bills.—There are two classes of bills: :a) inland, 
(6) foreign bills. .\n inland bill is a bill which is or on the face of it 
purports to be both dra\ra and payable within the British Islands, or 
is drawn within the British Islands upon some person resident thereon 
(but not necessarily payable therein). .\ny other bill is a foreign bill. 
“ British Islands " mean ant' pan of the United Kingdom of Great 
Britain and Ireland, the islands of Man, Guernsey, Jersey, Alderney and 
Sark, and the islands adjacent to any of them being pan of the domin¬ 
ions of His Majesty (S. 4 ]i]). 

Stamp Duty on Bills and Notes.—By the Stamp Act, 1S91, amended 
by the Finance Act, 1S99, and the Finance Act, 191S, the stamp duties 
on bills and notes are as follows: 



Bill of Exchange payable on demand or at sight, or on presenta¬ 
tion, or within three da^-s after date or sight, lor any amount, o 2 
Bill of Exchange of any other kind whatsoever e-vcept a bank 
note'- and Promissory* Notes of any kind whatso.*ver : except 
a bank note; dra^vIl, or expressed to be payable, or actually 
paid or indorsed, or in any manner negotiated in the United 
Kingdom :— 


^^lle^e the amount or value of the monev for w 
or note is drawn or made does not exceed £5 
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For every £100, and also for any fractional part of £100 of 
such amount or value . 


o 


By S. 10 of the Finance Act, 1S99, where a bill of exchange is drawn 
and expressed to be payable out of the United Kingdom, and is actually 
paid or indorsed or in any manner negotiated in the United Kingdom, 
and the amount for which the bill is drawn exceeds £50, the stamp 
duties are reduced as follows 


Exceeding £30 and not exceeding £100 . . . . 6u. 

Exceeding £100, for every £100 and fractional part of £100 . 6i. 

The st^p on bills payable on demand, or at sight, or on presenta¬ 
tion, or within three daj’s after date or sight may be adhesive or im¬ 
pressed, and a twopenny postage stamp or two penny postage stamps 
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may be used for the purpose. All other bills and notes must be drawn 
on paper impressed before issue with the “ bill or note ” stamps 
appropriated to that use, to the required amount of the duty. 

Foreign-drawn bills if payable on demand or at sight or on presen¬ 
tation or within three days after date or sight mav be'stamped with an 
ordmart- twopenny postage stamp or with two pennv postage stamns. 
But aU other such bills, and all foreign-drawn notes must be stamped 
ad valorem snth the special adhesive “ foreign bill or note s'tamps"'’ 
appropriated to this purpose. For stamping purposes, a bill of exchange 
or promissory- note which purports to be drasra or made out of the 
b nited Kingdom is to be deemed to have been so dra'.vn or made, 
although It may in fact have been drawn or made within the United 
Kingdom. The Channel Islands and the Isle of Man are regarded as 
foreign countries so far as stamp duty is concerned, and bills and notes 
drawn or made therein require stamping as foreign-drawn bills or 
notes. In all other respects such bills and notes are inland bills and 
notes. 


Acceptance of Bill.—With the exception of the first bill illustrated 
on p. 766, which is draum payable on demand, and which, therefore, is 
presented to the drawee but once and that for pa\'ment, all the other 
aills will, in accordance with commercial practice, first be presented 
to the drawees as soon as possible for acceptance, and after acceptance 
be again presented to the drawees mow the acceptors) on the due dates 
for pavment, 

A biU is presented for acceptance in order to make the drawee a 
party liable on the bill, and so render it the more easily negotiable. 
Clearly, any person could write out an order calling upon another 
person to pay a sum of money, but until that other person has assented 
to the drawer’s order t^on him, he is under no liability on the bill. 
But the biU is perfectly valid rnthout acceptance, and the drawer is 
liable to any person who may become a party to the biU by indorsement 
in the course of its negotiation prior to acceptance, and so also is any 
indorser of such a biU to a subsequent indorser, or to the holder. 

S. 39 of the Act mentions three instances where the holder of a 
biU must present it for acceptance, viz. (u) where a bUl is payable after 
sight. This is necessaiy in order to fix the day of pa}-ment, ( 5 ) where the 
bUl expressly states that it shall be presented for acceptance, ^c) where 
a biU is drawn payable elsewhere than at the residence or place of 
business of the drawee. But, as already stated, it is the usual com¬ 
mercial practice to obtain acceptance of all biUs not payable on demand 
at the earliest possible moment. 

Form of Acceptance .—The drawee of a bUl assents to the drawer s 
order upon him by writing across the face of the bUl the word ac¬ 
cepted,” and underneath that word his signature. He need not himself 
sign the biU; he may accept the bUl by the hand of^his agent duly 
authorised for that purpose. The word “accepted is not re^y 
necessary, although it is inyariably used. The signature is the \-ital 
thing that constiwtes assent. The acceptances of the bUls—iUustra- 
tions I and 4 aboye—would take the foUo’img forms 
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where the bill is made payable is called the domicile j)f 
the bill. In example 4, it is neces^ry' to state the day otr i y hl^ t h e 
bill was sighted, i.e. the day on which it was presented for acceptance, 
in order to fix the da}' of pajTnent, which in this instance is the sixtieth 
day from January 25. There are no days of grace in the United States. 

General and Qualified Acceptances .—The forms of acceptance showm 

above are general acceptances because they assent to the drawers’ 

ordeis without qualification. But by S. 19 an acceptance mav be 

qualified. The acceptance may make pajinent conditional, e.g. it may 

m^e payment contingent upon the surrender of shipping documents; 

or It may be a partial acceptance, as, e.g. where a bill for £100 is accepted 

payable for £50; or it may be quahfied in time, as, e.g. where a bill 

drawn payable sixty days after sight is accepted payable ninety days 

after sight; or it may be the acceptance of one or more of the drawees 

of a bm but not of all; or it may confine pajTnent to a particular 

specmed pla^. But an acceptance to pay at a particular place is not 

quahfied unless it expressly states that paynnent is to be made at that 
place only. 

By S. 44, the holder of a bill is not bound to take a quahfied accept¬ 
ance and may treat the bill as dishonoured by non-acceptance if he 
cannot obtam a general acceptance. The holder of a bill who has taken 
a qualified acceptance should give immediate notice to the drawer 
and mdo^rs of the bill, and if these do not within a reasonable time 
express their dissent to the holder they are deemed to have assented 
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thereto. If the drawer or any indorser dissents, he is discharged 
from liability on the bill. Where the acceptance is partial, i.e. for 
part only of the amount, notice of the fact given by the holder to the 
drawer or anv indorser operates to prevent his discharge from the 

biU. 

Rules as to Presentment .—Presentment for acceptance must be 
made by or on behalf of the holder of the bill to the drawer or to some 
one authorised to accept or refuse acceptance on his behalf at a reason¬ 
able hour on a business day and before the bill is overdue. \Miere a 
bill is addressed to two or more drawees, who are not partners, pre¬ 
sentment must be made to them aU, unless one has authority to accept 
tor all, then presentment may be made to him only. Where the drawee 
is dead, presentment may be made to his personal representative; 
where he is bankrupt, to him or his trustee, ^^'here authorised by 
agreement or usage, presentment through the post is sufficient (S. 
■|i A')- 

Presentment according to the above rules is excused, and the biU 
mav be treated as dishonoured by non-acceptance, where the drawee 
is dead or bankrupt, or is a fictitious person, or a person not having 
capacitv to contract by bill [c.g. an infant’, or where, after the exercise 
of reasonable diligence, presentment cannot be effected, or where, 
although the presentment has been irregular, acceptance has been 
refused upon some other ground (S. 41 ’2'). 

It is customary to allow the bUl to remain with the drawee for a 
period of twenty-four hours, after which time he must dehver up the 
3ill to the presenter on demand, or return it through the post if it has 
been presented for acceptance through the post. If the drawee declines 
to accept, he usuaUy states his reason when delivering up the biU, e.g. 

"No advice,” ” Not in order,” etc. 

^^■hen a bill payable after sight is negotiated, the holder must either 

present it for acceptance or negotiate it within a reasonable time. If 
le does not do so, the drawer and aU indorsers prior to the holder are 
discharged. hat is reasonable tune is determined by the nature of 
the bilk the usage of trade with respect to similar biUs, and the facts 

of the particular case i5. 40). 

When a bill is duly presented for acceptance and is not accepted 
within the customarv time, the person presenting it must treat it ^ 
dishonoured bv non-acceptance. If he do not, the holder shaU lose his 
right of recourse against the drawer and indorsers (S. 42). \Mien a 
bill is dishonoured by non-acceptance, an immediate right of recourse 
against the drawer and indorsers accrues to the^ holder, and no pre¬ 
sentment for patunent is necessary (S. 43 .2.)- Dishonour of Bm, 

P • 7 / 4 • 

Presentment for Payment.—A bill must be duh presented for 
pa\'nient, for if not the drawer and indorser are discharged. 
not pavable on demand must be presented on the day it f^s due. 
A bill pavable on demand must be presented witto a reasonable time 
after issue to make the drawer hable, and within a reasonable tune 
after indorsement to make the indorser liable. “ Reasonable time 
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means reasonable havin.sj regard to the nature of the bill, trade u-age 
uhth regard to similar bills, and the facts of the particular case. 

Presentment for pa\7nent must be made b\' the holder, or a 
authorised by him to receive patTnent, at a reasonable hour, on a 
business day. at the proper place, to the person designated by the bill as 
paver, or to some person authorised bv him to pav or refuse pavnv-nt. 

“ Proper place " means the place of payment specihed in the bill. 
e.g. the bank where a bill is domiciled; or, where no place is specihed, 
the address of the drawee or acceptor given in the bill; or, wh'-re no 
place of pa^-ment is specified and no address given, the draw-.i,- > 
or acceptor’s place of business if known, and if not, his ordinarv 
residence if known ; or in any other case at whatever place the drawee 
or acceptor can be found, or his last knowm place of business or residence. 

\\'here a bill is presented at the proper place, and after the exen i>e 
of reasonable diligence no person authorised to pav or refuse pavmfnt 
can be found, no further presentment to the drawee or acceptor is 
required. 

\Miere a bill is draum upon or accepted bv two or more persons ^^ilO 
are not partners, and no place of payment is specified, preseiunr-nt 
must be made to them al . Where the drawee or acceptor is dr;i.l, 
and no place of pa\7nent is specified, presentment must be made a 
personal representative if such there be, and with the exercise of 
reasonable diligence he can be found. 

\\'here authorised by agreement or usage presentment through the 
post office is sufficient ( 5 . 45). 

Delay in presentment for payment is excused when the delav i- 
caused by circumstances beyond the holder's control, and not imputabk- 
to his default, misconduct, or negligence. But when the cause of delay 
ceases to operate presentment must be made with reasonable diligence. 

Presentment for paxanent is dispensed with where presentment as 
required by the Act cannot be effected ; where the drawee is a fictitious 
aerson; as regards the drawer, where the drawee or acceptor is lau 
30 und, as between himself and the drawer, to acce ■)t or pa\' the bill, 
and the drawer has no reason to believe that the bi 1 would be paid if 
presented; as regards an indorser, wliere the bill was made for lus 
accommodation, and he has no reason to expect that the bill would be 
paid; by waiver of presentment, express or implied tS. 40). 

Davs of Grace. —Where a bill is drawn pavable after date or aft' r 
sight, it is the law in this country- that, unless the bill by its terms 
proxides othennse, the due date of pax'ment is three dax's after the 
determinable date fixed by the bill. 

Bx S. 14, xxhere a bill 15 not payable on demand, the day on which it 
falls due is determined as follows 

^ ^ j ^i^tx 5 ^jf grace, are, in even- case where 

the biD does not othenx-ise proxide V.g, xvhere the bill is payable 
on a Ane fixed, or is made payable wnthout davs of erace", added tei 
the time of paxmient as fi.xed by the bill, and the'bill is due and 
pax'able on the last day of grace. 
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But inai>niuch as bills and cheques are Dav;^hl- m) - 
days and ^vithin bankin? hour-) s ia ^]'f ' ^ onl\ on busines; 

'-n \^-hen the last dav 

Good Fndav. or a dav appointed bv RotS ’ Dav, 

=pce| y Sa?™ j tinia 

the bill li due and payable on the encceed.is buaness dtTv 
happening of a speafiefeUrUthe^lmrof^paJUdt^^^ d 

fngS'i^rnt'o ™rand'r„1n^,l 

^^Tle^e a bill is payable as a fixed r>eriod after -icrht rhf^ n'm^. k • 
to run irom the date of acceptance or if the bill Pncrl^ 

lor non-acceptance or for non-deliverc rom the 

protesting. ’ oate oi noting or 

The tern month ” in a bill means calendar month i \ bill datpri 
lor ex^ple, April 30 and drauai payable one month after date becomi 

Dishonour of Bill.-A bill payable on demand can be dishonoured 
m one it at only, viz. by non-patment. A bill oavable after 
date may be dishonoured in one of two wavs, tdz, 'a)'bv non-acceptance^ 

presentment for pavment is necessan- !=^ 43) 

panies to the bill as soon as the holder has given due notice of di>- 
honour to those parties, and, where necessar}-, has had the bill protested 
^imilarly where a bill is dishonoured by non-pavment, the holder has 
M immediate nght of recourse agamst each partv to the bill, which 

^ ^ he has given 

them due notice of dishonour, and, where required, has had the bill 

protected. But it is not necessaiv' in order to take proceedings against 

the drawee or acceptor of a^dishonoured bill to protest the btU or give 

him notice of dishonour li. 52 j_). The drawer of a bill and anv 

indorser thereof to whom due notice of dishonour is not given is di^'- 

charged from habihtv on the biU (S. 4S) 


_ Notice of Dishonour.—This matter is dealt tnth in Sections 4S to so 
ol the Act. ^ 

No special form of notice is laid down by the Act, but the terms of 
the notice must sufficiently identify the bill. Notice mav be given 
oraUy or in writing. If tvritten, the notice need not be signed. If the 
notice IS duly addressed and sent through the post, notice is deemed 



BILLS OF EXCHANGE 775 

to have been given, notwithstanding any miscarriage bv the Post 
Office. ° • 

Lsually, notice takes the form of a letter from the holder or his 
agent in that behalf, to the party he seeks to charge, or to that party’s 
agent, intimating the fact of dishonour either bv non-acceptance or 
non-payment, giving particulars of the bill and’the parties thereU., 
and requesting immediate paeanent of the amount i>{ the bill i)lus any 
e.xpenses incurred. .-Vs between collecting banker and customer, the 

return to the latter of a dishonoured bill is in point of form deem(-d 
sufficient notice of dishonour. 

^'otice must be given by or on behalf of the holder, or by or -m 
behalf of an indorser who is himself liable on the bill at the time notice 
is given. So, if any party to a dishonoured bill be discharged for w.mt 
of notice, or for want of notice within reasonable time that nartv 
cannot give effectual notice of dishonour. Notice may’be gi\ en as 
soon as the bill is dishonoured, and must be given within a reasomihle 
time thereafter. In the absence of .special circumstances, reasonable 
time means(a) where the person giving and the person to receive 
notice reside in the same town, the notice is sent off in time to reach the 
latter the day after dishonour; (b) where thev reside in different places 
the notice is sent oft the day after dishonour, if there be a po4 at J 
convenient hour on that day, and if not by the ne.xt post therlafter, 

pmnW?/ banker 

eiTipIovs another banker as agent for collection, both agent and prinri- 

notice ofdishonour, and 

notice to prior parties to the bill. 

^\’here the drawer or indorser is dead, and the party giving notice 

’V' P^'^^nnal repmsentftive",f sucli 

the e.xercise of reasonable diligence he can be found 

btmknipt or to the trustee. Where there are two or mcL^ draw s r 
mdorsers who are not partners, notice must be given to each uni 
one of them has authority to receive notice for the others. ' 

Delav m giving notice is excused where the delay is causrd bv 

imputable to his default, misconduct, or nlgdi-ence VhenIh 

Of ceases ,o operate .he no.ic; "uPrlJliS:: 

daigiSernSS 

d.:;;:e*Se.e“i“ ei ^ - - 

presented for payment or where thp rlrnn-i^ hoin the bill is 

himself and the drawer'is under no obIiRation%o^mw?^^K-if 
the drawer has countermanded payment As re^ards^ t/ ' 
where the drawee is a fictitious person or a Dersolnnll ‘^dorser, 

to contract, and the indorser was aware of ?he lacra. the'ifnr^r'y 
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dorsed the bill; or where the indorser is the person to whom the bill is 

presented for pa\-ment; or where the bill was accepted or made for his 
accommodation. 

Noting and Protesting.—Where an inland bill is dishonoured it mav 
be noted and protested, but, except where an inland dishonoured bill i's 
to be accepted or to be paid for honour, noting and protestin'^ are not 
legally necessary-. But a dishonoured foreign hill, whether it be dis¬ 
honoured by non-acceptance or by non-patment, must be protested, 
otherwise the drawer and indorsers are discharged. And a forei'm 
bill that has been protested for non-acceptance, and aftenvards been 
presented unsuccessfully for pa\-ment, may again be protested for 
non-patmient. It is necessary- that the fact of drshonour should, in the 
case of foreign bills, be indisputably established, and a notar\-’s’certih- 
cate of dishonour is ever\-where accepted as conclusive proof of the 
fact. The dishonoured biU is handed, immediately on dishonour, to 
a notary public, and that functionar}- must re-present the bill to the 
drawee or acceptor not later than the next business dav following the 
day of dishonour [Bills of Exchange [Time ofXoting] Act, 1917). 

Noting consists of a memorandum ■written on the bih consistin? 
of the date, the charges for noting, a reference to the Notarv’s register 
containing particulars of dishonoured bills, and his own initials. The 
Notaiy also attaches to the biU a slip on which he \\Tite3 the reason for 
dishonour, if anv is given to him. Protest is an extension of the act 
of noting. It consists of a formal cenihcate given bv the Notan-, 
containing a copy of the biU, specifying the name and address of the 
person to whom he presented it, and of the person on whose behalf, 
and the date on which he presented it, and the answer given to him, 
or else the fact that the drawee or acceptor could not be found. The 
formal protest need not be made at the time of noting, but may be 
extended at any time, as of the date of noting, prior to bringing an 
action on the biU. Protest is dispensed \Hth in circumstances which 
would dispense with notice of dishonour, and delay in noting or pro¬ 
testing is excused in circumstances that would excuse delay in giving 
notice of dishonour i 5 . 51). 

Acceptance and Payment for Honour.—By S. 15, the drawer or 
an\- indorser of a bill may insert therein the name of a person to whom 
the holder may reson should the biU be dishonoured by non-accept¬ 
ance or non-pa\ment. Such a person is caUed the referee in case of 
need (or more briefly the case of need'. The holder may or may not 
resort to the case of need at his option. The mention of a case of 
need in a biU does not make him a party to the biU, but he may become 
a party to it, if the holder, having flrst protested the biU for non- 
acceptance or non-pa_\ment, resorts to him, and he accepts, or pays, 
the biU for honour. 

By S. 65, where a biU has been protested for dishonour by non- 
acceptance, and it is not overdue, any person not already Uable on the 
bill may with the holder’s consent intervene and accept the biU supra 
protest for the honour of any party liable thereon, or for the honour of 
the person for whose account the biU is drawn. Such an acceptance is 
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known as an acceptance hr non mr sapra pnAc^t, an-.l V) be valid it inu^t 
be \mtten on the bill and indicate that it i- an ac * ;*taia.*.- for honour, 
and be signed by the acceptor for honour. Wdi-.-re ti:'.* a- '.rp-tano; f->r 
honour does not state for whose honour it is Tti.Li'-, it dvE-nii.-d to l>o 
an acceptance for the honour of the drawer, dhe iriaturitv of a bill 
payable after sight and accepted for hoiajur is calcuhied from tii*' 
date of noting for non-acceptance. 

Bv S. 66, the acceptor for honour engaee:^ that he will, on due 
presentment, pay the bill if it is not j^aid by the drawee, pro’cided that 
the bill is protested and due notice of those ^act^ triven to him. He 
is liable to the holder and to all parties to the bill sub'equeut to ihe 
party for whose honour he accepts the bill. 

By S. 6S, where a bill has been pretested fur non-payment. an\' 
person may inter\’ene and pay it supra protest for the honour of an\- 
party hable thereon, or for the honour of the person lor whuE-e account 
the bill is draum. Such a pa\*meiit is kno’a'n as payment hr h'j>i-n(r 
supra protest, ^^*he^e a bill has been paid for honour, all parties subs'.;- 
quent to the party for whose honour the bill is paid are discharged. 
The payer for honour is subrogated to the holder, i.c. he, -o to speak, 
steps into the holder’s shoes, and has all the holder's rights against, 
and is subject to all the holder’s duties to, the person for whose honour 
he pays, and all parties liable on the bill to that person. 

It is to be noted that an acceptance for honour can be made onlv 
by consent of the holder, and the acceptor fur honour mimt not prior 
to his acceptance be liable on the bill, and the bill must not be overdue. 
If the holder consents to a person accepting for honour, he loses his 
immediate right of recourse against prior parties to the bill. It 
therefore but just that the holder should ha\ c the right to sav whether 
he will accept a case of need, or an intervener for lionour. and await the 
result of presentment for pa\'menc to the case (A need or the interc'erier 
rather than take action at once on the bill dishonoured bv in’.'n-accep- 
tMce. But the consent of the holder is n<jt necessarv to the inter\'eM- 
tion of a payer of the bill for honour, and the intervener mav edreadv 
be liable on the bill. Further, it is clear that the bill must be uverdue 
before he inter\*ene5. A holder cannot look for more than payment 
of the bill accordmg to its tenor, and, if he refuses pavment'sa.^M 
protest, he loses his right of recourse against any party to the bill who 
would have been discharged by such pa\"ment. 

It is the usual practice for acceptances for honour to be attested by 

a notarv', and, by S. 6S (3), a pajunent for honour must be so attested 
m order to operate as such. 

Amount Recoverable on Dishonoured Bill.—Bv S. 57. where a bill is 
dishonoured, the measure of damages, which -hall be deenm-d to be 
hquidated damages \i.e. agreed damages, the amount of whicli cannot 
be questioned) shaU be: the amount of the bill; interest thereon 
from the time of presentment for payment, if the bill is payable on 
dem^d, and from the maturity of the bill in any other case usually 
at 5% p.a.); the expenses of noting, and the expenses of protest if 
protest IS necessarv’ and has been extended. Interests mav be parable 

by the terms of the bill itself. This applies to bills dishonoured m 

c c 
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this countr\‘. WIilTc a person is i'.abic on a bill arid it is di^Iionour. d 
in a foreign country- wherein it is payable, the measure of damages i't 
the amount of the with interest thereon until the time of 

payment, plus expenses. Re-exchanee means the amount in sterling 
that would have been required to produce in the place of payment at 
the time of dishonour the exact amount of foreign currency for which 
the bin is drawn, or expressed to be payable. 

Liabilih- of Parties to a Bill,— By 5 . 54, the acceptor is the person 
primarily liable on a bill, for he it is who contracts to pav it according 
to the tenor of his acceptance. By accepting, he acknowledges tlw 
existence of the drawer, the genuineness of his signature, and his capacitv 
and authority to draw the bill; and, if the bill is drawn to the drawer's 
order, the capacity of the drawer to indorse, but not the genuineness or 
validity of his indorsement; and, if the bill is payable to the order of 
a third person, the existence of the payee and his then capacity to 
indorse, but not the genuineness or validity of his indorsement. The 
acceptor cannot deny any of these things to a holder in due course of a 
bill: and he can seldom have any ground of defence against an action 
for the amount of the bill brought against him by such a holder, except 
in the case of forgerv. 

W 

As to forger}-, 5 . 24 says that a forged or unauthorised signature 
on a bill is wholl}- inoperative, and no right to retain a bill or to give a 
discharge therefor or to enforce payment thereof against anv panv 
thereto can be acquired through or under that signature, unless the 
party against whom it is sought to retain or enforce payment of the bill 
is precluded from setting up the forger}’ or want of authority :c’.g. where 
the party sought to be charged has by his conduct led the other party 
to believe the forced sismature to be c^enuine, or has not repudiated the 
forgert' as soon as it was brought to his notice), 

Bv S. ss i I), the drawer of a bill en2:a£:e5 that on due presentment it 
shall be accepted, and paid according to its tenor, and that if it is 
dishonoured he will compensate the holder or any indorser who is 
compelled to pay it, provided that the requisite proceedings on dis¬ 
honour be duly taken. He cannot denv to a holder in due course the 
existence of the payee and his then capacity to indorse. 

Bv 5 . 55 { 2 }, the liability of an indorser is similar to that of the 
drawer, but whereas the drawer is liable to the holder or any indorser 
who is compelled to pay the biU, an indorser is liable only to the holder 
and those indorsers subsequent to himself, provided that the requisite 
proceedings on dishonour be duly taken. An indorser cannot deny 
to a holder in due course the genuineness and regularity in all respects 
of the drawer’s signature, and all previous indorsements, and to his 
immediate or a subsequent indorsee that the biU was at the time of 
his indorsement a valid and subsisting biU, and that he had then a 
good title thereto. 

^^'here there are two or more indorsements on a biU, each indorse¬ 
ment is deemed to have been made in the order in which it appears on 

the biU, until the contraiq- is proved ^ 5 . 32 5 ). 

\'\'here a biU is dishonoured by non-acceptance, the drawee is not 
liable on the biU, and the drawer’s remedy against the drawee is to 
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sue him not on the bill itself, to which he is not a party, but for the 

consideration in respect of which the bill was drawn, hnt tho' holder 

of such a bill mav sue all parties to the bill, pruvided he has yi'/cn. '»r 

thev have in fact received, due notice of dishonour. Where an arcept'-d 

bill is dishonoured by non-payment, the acceptor is the per:,uii primarilv 

and ultimatelv liable on the bill, and the liabilitv will be forced back 

^ • 

from the holder, through each indorser in the order in which he indorsed, 
to the drawer, and by him upon the acceptor. But j>rovided tliat the 
holder has given due notice of dishonour to each partv to the bill, or 
each party (other than the acceptor) has in fact received due notice 
through other parties to the bill, the holder can. if he fails to Secun- 
pajment from his own indorsee, proceed against anv other indorsee or 
against the drawer, for each party to the bill is severally liable upon it. 
Lsuallv, however, the holder looks to his own immediate indor-rr 
for payment, and is paid by him, and the ind'^rstre whu pavs the holder 
looks to his own immediate indorsee and is paid bv him, ami so the 
liability is forced back upon the drawer, who, having paid, is left with 
his legal remedy against the acceptor. 

Holder and Holder in Due Course.— Both these terms have been 
used above, and it is necessary to understand their precise signiticance. 
Bv S. 2, the holder of a bill is the payee or indorsee of a bill or note who 
is in possession of it, or the bearer thereof, A mere holder mav, how¬ 
ever, be infected with notice of some defect in the title to the’instru¬ 
ment of the person who negotiated it to him, and for that re.ison be 
unable to enforce pavment of it. Opposed to a bare holder is a holder 
in due course. By 5 . 29, a holder in due course of a bill is a holder who 
has taken a bill, complete and regular on the face of it, under tin- fol¬ 
lowing conditions, viz. that he became the holder of it before it wa^ 
overdue, and without notice that it had been pr.-vioiidv dishonoured, 
if such was the fact; that he took the bill in goud faitli and for \'<due, 
and that at the time the bill was negotiated to him he had no notici.- <>f 
any defect in the title of the person who negotiated it. 

\'alue is defined in S, 27 as follows 


\ aluable consideration for a bill may be constituted by any con¬ 
sideration sufficient to support a simple contract all contracts bv bill 
are simple contracts); an antecedent debt or liabilitv. W here \ aliie 
has at an\ time been gi\'en for a bill, the liolder is deemed to be a 
holder for value as regards the acceptor and all parties to the bill who 
became parties prior to such time. Where the holder of a bill lias a 
hen on It, arising either from contract or bv implication of law he is 

deemed to be holder for value to the e.xtent of the sum for which he 
has a hen. 


The difference in the position of a holder and a holder in due course 
may be simp y e.xplained as follows: A draws a bill upon B for the i-rice 
0 goods sold to B, which B accepts. A then negotiates the bill to C. 
It turns out that the goods are defective and rejected bv B, who dis¬ 
honours the biU on presentment for paunent. A cannot recover the 

R ^ K consideration for the bill has 

tailed. But It C has given value for the bill to A, and has taken it in 
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good fdith, knuwing nothing ..f th-r and it W o .,'.> rdtn 

then C is holder in due ci'.ur-e -f the bill .md caii reco',. r tie- ani-n* • 
either from t> or from A. If, cm the eUfiei hand. ^ 'LVi,tie tli it < 
consideration for the bill had failed at tiie time he took u, li- v.ould t- 
a holder of the bill but not a holder in due course, and would hav-- i... 
better right to enforce payment against P> than A had. 

Again, suppose D to be the holder of an overdue bill, and he r.e.;-- 
tiates the bill to E. Then since E takes the bill when it i- overdue "le- 
cannot be a holder in due course of the bill. So if D has a ru'ht to enh ,;' 
payment E has as good a right, but if D has no right E has no richt. 

The date shows whether a bill not pavable on demand is overdu.- 
or not. A bill payable on demand is deemed to be overdue when n 
has been in circulation for an unreasonable time. What is an unreaieii- 
able time is a question of fact iS. 36 '3'). 

No one can become a holder in due course of a bill who takes it 
with notice that it has been dishonoured, but if a person I jiui fide takes 
such a bill without notice of the dishonour he is a holder in due cour'c 

( 5 . 36 Is.)- 

No one can become a holder in due course of a bib if it is vitiated 
by a prior forgen.-, or if the bill is void under any Statute. But it a 
person takes a bill draum payable to bearer, or which has becoms 
payable to bearer by a genuine indorsement in blank, from a person 
who has found or stolen such a bill, and who is therefore a wtoiu'IuI 
holder, and he does so in circumstances that satisfy the definition of a 
holder in due course contained in S. 29, then he is such a holder, and 
can sue all parties to the bill, for he is not affected by the fact that his 
transferor had no title to the bill. 


Negotiation of Bill. —The negotiation of bills is governed bv Sections 
31 to 37 of the Act. 

A bill is negotiated when it is transferred from one person to another 
in such a manner as to constitute the transferee the holder of the bill. 
A bid payable to bearer is negotiated by deliveiA". A bill payable to order 
is negotiated bv the indorsement of the holder completed by deliverv. 

Indorsement consists of the holder’s signature uiitten on the back 
of the bill, or on an allonge, or on a “ copy ’’ of a bill issued or nego¬ 
tiated in a countn,' where " copies ” are recognised. i.An allonge is a 
piece of paper gummed to the bill in order to accommodate further 
indorsements when the back of the bill is alreadv fullh 


\Miere in a bill payable to order, the payee or indorsee is wrongly 
designated or his name is misspelt, he may indorse the bill as therein 
described, adding, if he thinks fit, his proper signature. 

If a bill be made payable to " A. B.” or to " A. B. or order." (.-r 
" to the order of A. B.” and A. B. indorses the bill without specifying 
the indorsee, the indorsement is an i>i.iorseme>it u: buvik. and the bill is 


then payable to bearer and can be negotiated thereafter by deliver}- alone. 

If A. B., when indorsing the bill, specifies the indorsee, e.g. " Pay 
C. D. or order. A. B.” the bill is still an order biU, and C. D. must 
negotiate it bv indorsement and deliverv. Such an indorsement is 
termed a special indorsement. 

\Mien a bill has been indorsed in blank, any holder may convert the 
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blank indorsement into a special indorsement by uxiting above the 
indorser's signature a direction to pay the bill to or to the order oi 
himself or some other person. 

In the commercial practice of this country* it is the invariable rule 
to negotiate a bill by indorsement and deliver, since, naturallv. in all 
cases, the transferee of a bill desires his transferor to be a party liable 
on the bill. 

An indorsement must be an indorsement of the entire bill, it cannot 
purport to transfer a part only of the amount to the transferee; and 
it cannot purport to transfer the bill to two or more indorsees severally ; 
and it cannot be a conditional indorsement, for, if it is, the condition 
can be disregarded. But an indorsement may be a restrictive indorse¬ 
ment prohibiting further negotiation of the bill, as, e.g. where the indorse¬ 
ment takes the following forms: " Pay A, B. onlv "; or “ Pav A. B. 
for the account of C. D."; or " Pay A.'B. for collection.” 

\\ here a bill is payable to the order of two or more pavees or in¬ 
dorsees who are not partners, all must indorse, unless one has authoritv 
to indorse for the other or others. 


Principal and Agent. —No person is liable as a party to a bill who 
has not si^ed it as such, but if a person signs a bill in a trade or assumed 
name he is just as liable as if he had signed his own name. A partner 
signing the name of his firm makes the firm and each member of the 
firm hable on the bill, provided the partner signing was acting within 
the scope of his authoritv {S, 23). 

Generally speaking, whatever contract a person may make in his 
own name he may also make through his du y appointed agent. An 
agent who signs his ovti name only to a bill makes himself personally 
liable on the bill but not his principal, and he is also personallv liable 
though he adds merely descriptive words to his signature. For 
example, an agent who, purporting to accept a bill on" behalf of hi<; 
pnncipal, signs in the form “ A B., agent ” is alone liable on the bill. 
To negati\ e personal liability, the agent's signature must clearly show 
that he 15 signing m a representative capacuy, e.g. thus: ” per pro.” 
(or for and behalf of”) ” Jonathan Edwards, James Broun or 
For and behalf of The Alliance Trading Company, Ltd., Howard 
Jenkins, Managing Director.” A si.gnature bv procuration operates 
as notice that the agent has but a limited authonty to sign, and puts 
the person taking an instmment so signed on enquire' as to the ’^cope 
of the agent’s authority, for if the agent is exceeding his authorin’ in 
^Signing, the principal is not bound by the signature f SS. 25 and 26). 

The agent, however, is liable in damages for having pretended to an 
authonty that he did not possess. 

By S. 31 where any person (c.g. an agent) is under obligation to 
indorse a biU m a representative capacitv, he mav indorse the bill in 
such terms as to negative personal liability. He does this b\- addino’ to 
his signature the words " Sans Recours,” or “ Without recourse to me.” 

discharged when all rights of action on 
the biU are extinguished But although the bill itself be discharged, 

there ma} still exist nghts of action arising out of the transaction in 
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respect of which the bill was drawn. For example, if a person accept^ 
a bill for the accommodation of a person not liable on the bill and he 
pays it. the bill is discharged, but the acceptor stiU has a rieht of action 
against the person for whose accommodation he accepted the bill. 

A bill mav be discharaed in five wavs : 

ii) By patunent in due course. Patmient in due course raean^ 
patunent made at or after the maturity of the bill to the holder thereof 
in good faith, and without notice that his title to the bill is defecti^'e. 
Patunent by the drawer or an indorser does not discharge the bill' 
for both still have rights of action on the bdl iS. 59 'I't." 

(2' When the acceptor becomes the holder of Vat or after its 
maturity in his own right, i.e. when in the course of its negotiation 
it is negotiated back to the acceptor. By such circuitv of action the 
right of the acceptor as holder of the biU cancels his hVility upon it 
as acceptor , 5 . 61). 

ig) ^^Een the holder of a biU at or after its maturitv absolutelv 


and unconditionaUy renounces his rights against the acceptor. The 
renunciation must be in writing, unless the bUl is delivered up to the 
accentor i 5 . 62 ‘i‘). 

■;4) When a bill is mtentionaliy cancelled by the holder or his 
agent, and the cancellation is apparent. .\ny pany liable on a bill 
may be discharged by the holder or his agent intentionallv cancelline 
that pany's signature. Such cancellation serv'es to discharge all 
indorsers subsequent to the party discharged, but the bill is mdis- 
charged as regards other parties to the bill ( 5 . 63). 

^5) \\'hen a bill or acceptance is materially altered ^Wthout the 
assent of all panies liable on the bill, the bill is avoided except as 
against a party who has himself made, authorised, or assented to the 
alteration, and subsequent indorsers. The following alterations are 
material, viz. alterations of date, sum payable, time of pa^nnem, 
place of pa\'ment, and where a bill has been accepted generally, the 
addition of a place of patTuent without the acceptor s assent i 5 . 64). 


An imm.aterial alteration has no efiect. and where a bill has been 
materiallv altered and the alteration is not apparent, a holder in due 
course has the same riehts under the bill as he would have if it had not 
been altered iS. 64'. 

Accommodation Parties and Bills. —A person who signs a biU as 
drawer, acceptor, or indorser without recei\dng value for so doing, and 
for the sole purpose of enabling the person to whom he lends his name 
to raise money is termed an ac::»:}}:o.iat:on party. The person accom¬ 
modated is bound to provide funds to discharge the biU at maturita*, 
but, whether he does so or not, the person accommodating may be 
compelled to pay the biU to any holder of the biU for value. If a 
person takes an accommodation bill for value, it is immaterial whether 
at the time of taking it, he knew that the pany from whom he took it 


was an accommodation pany. 

An accovvnoiation hill is a biU which is accepted, without the 
acceptor receiving value for so doing, in order to accommodate some 
other person who may or may not be hable on the bUl. such an 
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acceptor, although primarily liable thereon, is not the principal debtor 
on the bill, but a surety for the party whom he accommodates, and 
that party is bound to provide the acceptor with funds to meet the hill 
at maturity (S. 28). 

Bill in a Set.—Inland bills are not drawn in a set, but foreign bills 
usually are—Continental bills in a set of two, bills on more remote 
countries in a set of three. Bankers’ drafts are commonly drawn in 
sets of two marked " Original ’ and " Duplicate.” Each bill of the 
set is numbered and contains a reference to the other part or parts. 
The examples on p. 765 illustrate a bill in a set. Each part is worded 
alike, except that the second part would read ” Pav this Second of 
Exchange (first and third of the same tenor and date unpaid),” and the 
third part ” Pay this Third of Exchange (first and second of the same 
tenor and date unpaid).” The first of Exchange is sent forward by 
one mail, and the .second by a subsetiuent mail, hence the latter is 
called the sccunda via. 

One part only of such a bill is stamped, since all three (or two) parts 
constitute but one bill. One part only, usually the first that comes 
to hand, is presented for acceptance and accepted. If more than one 
part were accepted, the acceptor would be liable on each accepted 
part as separate bills to different holders in due course of such parts. 
Further, the holder of the bill, if he indorsed more than one part, 
would be liable to a holder in due course of each part that he had in¬ 
dorsed. And if the acceptor paid the bill, without requiring the part 
that he had accepted to be delivered up to him, he would be liable to 
a holder in due course of the part that he had accepted. With these 
exceptions pa\’ment of one part discharges the whole bill (S. 71). 

II. Cheques. 

A cheque is a specialised bill of exchange. It is legally defined in 

S. 73 as ” a bill of exchange drawn on a banker payable on demand.” 

The definition of a bill of exchange, set out on p. 764, applies equally 

to a cheque, e.xcept that a cheque must always be payable on demand, 

and always be dra^\^l upon a banker. The'law applicable to bills of 

exchange payable on demand applies generally to cheques, with such 

exceptions as are set out in Pt. Ill of the Act of 18S2, and briellv 
noted below. 

As with other bills of exchange, so \\ith cheques. To even' cheque 
there are primarily three parties, viz. drawer, drawee (a banker), and 
payee. But frequently the drawer and payee are the same person, 
because the drawer directs pa}Tnent to himself. 

A cheque, being payable on demand, is not presented to the drawee 

banker for acceptance but only for payment, and the banker is bound 

to pav the cheque only so long as he holds funds of the drawer sufficient 

to pay it, or within the limits of any overdraft the banker may have 

agreed to allow the drawer. If a banker wrongfully refuses to pav a 

customer s cheque, he is liable to an action for damages for iniury to the 
customer s credit. 

Dishonour of Cheque.— When a banker dishonours a cheque thv 
drawer is entitled to notice of dishonour, but notice is dispensed with 
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when; (a) the drawer has no funds or insufficient funds to his credit 
and has therefore no reason to expect that the cheque will be paid’ 
or (6) when the customer has countermanded payment; or (c) when the 
banker has had notice of the drawer’s death or of an act of bankruptcv 
committed by him, or of an assignment by the drawer of his available 
balance at the bank, or of a garnishee order restraining the drawer 
from operating upon the account, or where the banker has knowledge 
that a breach of trust is intended by the drawer in drawing the cheq^, 
or, in the case of a compan}^ of its ^vinding-up. In other circumstances' 
for example, where a cheque is irregularly drawn, the banker should give 
due notice to the customer. 

^^^len dishonouring cheques, the banker marks upon them the 
reason for dishonour. If the reason be insufficiency of funds, the best 
pswer is R/D = refer to drawer, although N/S = not sufficient funds, 
is also used when the circumstances justify this marking. Other 
markings, where appropriate, are " Words and figures difier,” " In¬ 
dorsement irregular,” “ Effects not yet cleared,” “ Second signature 
required,” etc. Answers must be \\Titten in full on the instrument. 

Crossed Cheques.—^A cheque may be crossed generally or specially. 
A general crossing consists of the words *' and Company ” or any abbre- 
^^ation thereof, between two parallel transverse lines, either with or 
without the words “ not negotiable ”; or two parallel lines simply, 
either mth or without the w'ords " not negotiable.” A special indorse¬ 
ment consists of an addition across the face of the cheque of the name 
of a banker, either with or without the words “ not negotiable ” (S. 76). 

The following illustrate a few forms of crossing;— 




General Crossings. 





Special Crossings. 
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By S. 77, a cheque may be crossed generally or specially by the 
drawer. WTiere a cheque is uncrossed, the holder may cross it generally 
or specially. 'VATiere a cheque is crossed generallv or specially, the 
holder may add the words “ not negotiable.” VMiere a cheque is 
crossed specially, the banker to whom it is crossed mav again cross it 
specially to another banker for collection, ^^'here an uncrossed 
cheque, or a cheque crossed generally, is sent to a banker for collection, 
he may cross it specially to himself. A crossing authorised by the 
Act is a material part of the cheque; it shall not be lawful for anv 
person to obliterate or, except as authorised by the Act, to add to or 
alter the crossin?. 


Non-Statutory Additions to Crossing.—The words “ Payee’s Ac¬ 
count,” “ Payee’s Account only,” ” Account of A. B.,” ” Under Tio,” 
and variants thereof, are frequently found on cheques in close proxi^mitt- 
to the crossing. These have no statutort' significance. The first and 
third additions are a direction to the collecting banker to collect the 


cheque for, and to place the proceeds to the credit of, the named 
payee, and if he were to place the proceeds to the credit of any other 
account, he would be guilty of negligence. The fourth addition is a 
protective de\'ice to prevent fraudulent raising of the amount of the 
cheque. The second addition places the paving banker in some 
difficulty and is therefore objectionable. He would be justified in 
refusing patunent of a cheque with this marking if it were an open 
cheque presented across the counter for patment, since he is not in a 
position to identify the payee, and he would also be justified in refusing 
partment, if the cheque bearing these words were a crossed cheque 
that bore evidence of hating passed through the hands of a person 
other than the named pavee. 

The holder of a cheque payable to bearer, or the holder of an 
uncrossed cheque payable to order, can himself obtain patment of 
the cheque across the counter by presenting it to the drawee banker, 
he hating, in the second case, first indorsed the cheque. The holder 
of a cheque crossed generally cannot obtain patment except by havinc^ 
It presented to the drawer banker through another banker. The 
holier of a cheque crossed specially can obtain patment only through 
the banker named in the crossing. A banker mav pav a cheque crossed 
generally only to another banker, and a cheque crossed specially only 
u, named banker. If he pays a cheque in a manner inconsistent 

j ensues, he cannot debit the drawer’s account 

and he is hable to the true owner of the cheque, i.e. the person who i= 
legally entitled to the cheque and its proceeds. A banker is in general 
accountable only to his customer; his liability to the true oumer in 
tne circumstances mentioned is an exception to this rule. 


fcdorsement of Cheques.— The indorsement of bills and cheques 
must confom to the designation of the indorser as indicated either on 
the face of the bill or cheque, or in a special indorsement thereof. Bv 
- 32 (4j ^vhere the payee or indorsee is uTonglv designated, or his name 
s mjsspelt he may mdorse the biU as therein descnbed, addiny i™e 
mk fit his proper signature. The correctness or incorrectness of 
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an indorsement is, in the m'hin, determined by banking and mercantile 
custom. No rules can be laid down that will meet aU cases. The 
experience of a practical banker is the best gmide. and the student i,' 
therefore referred to H. P. Sheldon’s Practici and Lave of Bankiui:, 3rd 
Edition, pp. 17-40. where the subject is exhaustively treated. 

Not Negotiable Crossing.—By S. Si, a person who takes a cro>se(l 
cheque which bears on it the words “ not negotiable ” shall not have 
and shall not be capable of giving a better title to the cheque than that 
which the person from whom he took it had. The words “ not nego¬ 
tiable ” have no significance apart from one of the reco.gnised crossings, 
and, when added to such a crossing, they in no way impair the trans¬ 
ferability of the cheque. What they do is to destroy its negotiability. 
The distinctii-e feature of negotiability is that a holder of a negotiable 
instrument, who has taken it in good faith, and for value, and without 
notice of any defect in the title of the person from whom he took it, in 
all cases, except when the instrument bears a forged signature, acquires 
an indefeasible title to the instrument. But, if he takes a cheque 
bearing a not negotiable crossing, he has no better title to the instru¬ 
ment than his transferor has. ?o. if A draws a cheque in fayour of B 
and places upon it a not negotiable crossing, and B indorses the cheque, 
and the cheque is subsequently stolen by C, who persuades D to cash 
the cheque, then, notwithstanding that D may haye taken the cheque 
in good faith, and for yalue, without knowledge that C was a wrongful 
holder, he has no better right to enforce payment of the cheque than C 
has. and that is no right at all. Had the cheque not borne a not nego¬ 
tiable crossing, D, in'the same circumstances, would haye been holder 
in due course of the cheque; entitled to enforce payment of it both 
a^ainn B and A. No sound business-man would change a not negoti¬ 
able cheque for a stranger. Indeed, it is not the practice of sound 
business-men to negotiate cheques at all. The practice is to pat them 
into the bank as quickly as possible for collection. But cheques are 
not uncommonly negotiated by priyate persons. 

Forged Cheques.—It is said that a banker is bound to know his 
customer's signature, so that if a custom.er’s signature to a cheque is 
forged, and the banker pays it, he cannot debit the customer s account 
with the paiment. But the real ground of the bankers liabihty when 
he pays a cheque bearing a forged signature is that he has paid awai 
his customer's money without authority to do so, on an instrument 
that is not a cheque, but a mere piece of paper. S. 24 of the -Act, quoted 
on p. 77S, defines the banker's liability if he pays a bill or cheque 
containing a forged signature. The only case where a banker mai be 
entitled to debit his customer with patment of a cheque beanng the 
forged signature of the drawer is w lere the customer is ^/topped or 
precluded from setting up the forger}-, because by his conauct h^e has 
misled the banker, or induced him to beheye the signature to be gen , 
or has not repudiated the forged signature as soon as it hiu, come t 

Raisins of Amount of Choque.-X 
to exercise reasonable care in drawing cheques to preient the ban 
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from being misled, and if he does exercise reasonable care, and never¬ 
theless the cheque is fraudulently raised in amount, and the banker pays 
it, the banker cannot debit the customer with any greater sum than 
that for which the cheque was originally drawn. But where tin* 
customer negligently though innocently draws a clieque in sueli a 
manner as to facilitate fraud, c.g. where he leaves blank spaces or 
affords other opportunities for increasing the amount of a cheque. In¬ 
is guilty of a breach of duty to the banker, and is responsible to him 
for any loss that is the natural and direct consequence of his brearli 
of duty {London Joint Stock Bank v, Macmillan and Arthur, (iqiS ). 
But the banker himself may be precluded from setting up the breach 
of duty asrainst the customer in cases where, bv the exercise ol rea^-on- 


able care, he could have detected the fact that the cheque had been 
tampered \\*ith. 

Forged Indorsement .—A banker’s duty with regard to indorsenn-nts 
on cheques is to see that they are correct as to form. If he pays a 
cheque, an indorsement whereon is irregular, he is liable to the true 
o^\'ner of the cheque should the indorsement be forged or unauthorised. 
But the paving banker, although he may5ati5f\- himself that the indorse- 
ments are correct as to form, is not in a position to know whether the 
signatures are authentic. Accordingly, the Act affords him protection. 
By S. 6o, where a cheque bears a forged or unauthorised indorsement, 
and the banker pays it in good faith and in the ordinary course of 
business, he is deemed to have paid the cheque in due course, although 
such indorsement has been forged or made \\'ithout authority. S. 6o 
applies only to cheques, not to other bills of exchange, and only to 
cheques payable to order, whether crossed or uncrossed. A cheque 
originally drawm payable to bearer need not be indorsed, and if any 
indorsements appear thereon the banker may ignore them. 


Payment of Crossed Cheques.— By S. 79, whore a cheque is crossed 
specially to more than one banker, except when crossed to an agent 
.for collection being a banker, the banker on whom it is drawn shall 
refuse pa^anent thereof. If a banker pays a cheque so crossed, or if 
he pays a cheque crossed generally to any one but a banker, or if he 
pays a cheque crossed specially to any but the banker named, he is 
liable to the true owmer of the cheque for any loss the true owner may 
sustain owing to the cheque having been so paid. Unless a banker 
pays a cheque strictly in accordance with the crossing, he is guilty of 
negligence and cannot debit his customer’s account with the payment. 

But protection is afforded to the paying banker bv 5 . So, which says 

that if a banker on whom a crossed cheque is drawn pays it in good 

faith and without negligence to a banker, if the cheque is crossed 

generally, and to the banker named, or his agent for collection being a 

banker, if it is crossed specially, then the banker paving the cheque, 

and, if the cheque has come into the hands of the payee, the drawer^ 

shall respectively be entitled to the same rights and be placed in the 

same position as if payment had been made to the true owner of the 
cheque. 


CoUection of Cheques.— The fi\-e paragraplis abo\-e deal with the 
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perils that confront the banker paying cheques, and the 5tatutor\- 
protection afforded to him, in certain circumstances, by SS. 6o and 
of the Act. ^ The collecting banker, i.c. the banker who receives pay¬ 
ment. has also to face certain risks; and is also, in certain circum¬ 
stances, afforded statutoiy protection. 

In general, the position of a banker who collects a cheque for his 
customer depends upon the customer’s title to the cheque. A banker 
who collects an uncrossed cheque for a customer, to which the customer 
has a defective title, or on which there is a forged indorsement, is 
entirely _without protection, and is liable to the'" true owner of the 
cheque for conversion or for m.oney had and received to his use, and 
the banker can look only to his customer for indemnity. By “ conver¬ 
sion '■ is mieant the " VTongful intermeddling with the'goods of another 
for the purpose of taking them away from the party entitled to them ” 
(Hart. Ljiiof Banking. 3rd edn., p. 5451. But if the banker be holder 
for value of an uncrossed cheque, or of a crossed cheque that is not 
m.arked " not negotiable,” as. c.g. where he credits the cheque to his 
customer as cash, and by definite agreement expressed or implied allows 
him t'^ draw against the cheque before clearance, then, in the case of 
defective or no title in the customer, he is holder of the cheque for value 
with a good title to sue all parties to the cheque; and, in the case of 
forged indorsement, though he is liable to the true owner of the cheque, 
he has rights against indorsers subsequent to the forgert’, if any there 
be. 


The protection afforded to the banker collecting crossed cheques 
is contained in S. S2 of the Act. That section says where a banker in 
good faith and without negligence receives patnnent for a customer of 
a cheque crossed generally or specially to himself, and the customer 

has no title or a defective title thereto, the banker shall not incur anv 

% 

liability to the true owner of the cheque by reason only of hating 
received such patTnent. By the Bills of Exchange {Crossed Cheques) 
Act, 1Q06, a banker receives payment of a crossed cheque for a customer 
within the meaning of 5 . Sa, notwithstanding that he credits his custo¬ 
mer's account vith the amount of the cheque before receiting payment 
thereof. 

It is to be observed that the banker must not only receive payment 
in good faith and without negligence, c.g. he must see that the indorse¬ 
ments purport to be correct and in order, but the cheque must be col¬ 
lected for a customer. The term “ Customer ” is not de&ned in the 
Act. but it seems to be essential that to be a customer of a bank one 
must ha^'e some sort of account vith the bank and that a casual seiaice 
performed by a banker for a person, s.g. where a banker cashes a cheque 
for a person introduced by a customer of the bank, does not make that 
person a customer. 


yon-Transferable Cheque.—Everv’ cheque is transferable that does 
not contain words prohibiting transfer, or indicating an intention that 
it shall not be transferable i 5 . S i ). To make a cheque non-transfer- 
able. it must be drawn in such a way as to leave no doubt of the drawer s 
intention. The words ' order or bearer should be deleted, the 
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pavee should be named mstrictivcdy, I'.i;. " Pav James J-Jpavh oiilv 
and the words “ not transferable ” should be j)iainlv written across the 
face of the cheque. A non-transferable cheque is a mere mandate for 
the payment of money to a named payee, and the negation of a negoti¬ 
able instrument. It must not, as it sometimes is, be confused with a 
cheque marked “ not negotiable.” 

Alterations on Cheque.—Every material alteration on a chefjue 
requires to be attested by the drawer’s full signature or his initials 
appended to the alteration. Thus where the date or amount is altenel, 
or the word ” order ” is changed to “ bearer,” etc., the drawer mu-t add 
his initials or his signature to the alteration in order to authenti( ate 
the alteration. 


Marked Cheque.—Bankers sometimes place their initials upon 
cheques, and by so doing certify them as good for payment. This 
marking may be done at the request of the drawer, or of the banker 
collecting the cheque. If a cheque is marked at the drawer’s request, 
the banker is entitled to retain in hand suthcient funds to pay tlie 
cheque, and to dishonour other cheques of the drawer, if pa\ment of 
these cheques would reduce the customer’s balance below the amount 
required to meet the marked cheque; and the drawer cannot counter¬ 
mand payment of the cheque, which, by the marking, has been con¬ 
structively paid. Marking at the customer’s request is not encouraged 
by bankers. They prefer'to give their own draft in e.xchange for the 
cheque. 

Marking at the request of the collecting banker is a recogni-ed 
banking practice. \\ hen a chee|ue is receiwd too late in the da\' for 
presentation through the Clearing House, it is taken, where circum¬ 
stances make that course desirable, direct to the drawee hanker, who, 
if he holds sufficient funds of the drawer, marks it as good for icivmeiii 
next day. In this case the marking constitutes a comjilete ajijiiaqiria- 
tion of funds in the hands of the paying banker to the collecting banker 
in the ordinar\' course of business, and amounts to constructn'e p.ay- 

ment of the cheque. Such marking precludes the customer counter¬ 
manding paj'ment of the cheque. 


Stale Cheques. The word ” stale ” in connection \citli cheques 
may have reference to the negotiability of the cheque, or to the banker’> 
duty to pay the cheque on pre.sentation. From the point of view of 
negotiability, a cheque, in the absence of special circumstances, would 
be reprded as stale, i.c. as having been in circulation hrr an unreason¬ 
able length of time, after the lapse of about ten davs from the date of 
issue. A person who takes a cheque that lias been in circuLition for .m 
unreppable time may be considered to have taken it with notice of 
py defect in the title to the cheque of the person from whom he took 
it, and, therefore, in the event of a defective title in his transferor, be 
pbarred from recovering the amount from prior parties to the cheque 
As regards pajment, banking practice differs. One banker might 
ppider a chpue to be stale, and require the drawer’s confirmation 
before he paid it, if it had been outstanding for six months from its 
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date. Another banker might pay a cheque that had been outstanding 
for twelve months. Here, as in other connections, the banker would 
have regard to the special circumstances of the case. 

Post-Dated Cheques. —A post-dated cheque is a cheque that bears 
a date posterior to the date of its issue. It is perfectly vahd for purposes 
of negotiation, but if a banker pays such a cheque before its due date, 
he loses his statuton.' protection as papng banker, and must bear anv 
loss that results from his having so paid. Indeed, it is doubtful if he 
can in any circumstances debit such a pa\-ment to his customer if the 
customer objects. Eurther, if having paid a post-dated cheque before 
its due date, the banker were to dishonour other cheques not post¬ 
dated, because by pavunent of the post-dated cheque the customer’s 
balance had been depleted, he would be liable to his customer for 
damage to credit. 

Statutes of Limitations. —All contracts by bill of exchange are simple 
contracts, and the drawer, acceptor, and indorsers of a biU, or the 
drawer and indorsers of a cheque, or the maker and indorsers of a 
promis5or\‘ note remain liable upon the instrument for its amount for 
a period of six years, after which time aU claims are barred by the 
Limitation Act. 1939. But this Statute does not apply to bank notes, 
the issuers of which are liable upon them no matter how long they have 
been in circulation. In the case of a cheque, if the drawer suffers loss 
through the holder’s delay in presenting the cheque; if, e.g. the holder 
held the cheque for an unreasonable time, and the banker failed before 
the cheque was presented for payment, and the drawer was creditor 
of the banker for a larger sum by the amount of the cheque than he 
would have been had the cheque been presented and paid, then the 
holder could not recover from the drawer, but must claim against the 
banker's estate. If the debtor gives an acknowledgment of the 
existence of the debt, or makes a patanent on account, the six years 
will run from the date of the acknowledgment or patanent; to be 
effective for this purpose, however, any such acknowledgment must 
be in writing, signed by the debtor or his authorised agent. 


III. Promissory Notes. 

A promissorv note is an unconditional promise in_ writing made 
by one person to another, signed by the maker, engaging to pav, on 
demand or at a ffxed or determinable future time, a sum^ certain in 
money to, or to the order of, a specified person or to bearer (5. bg l^^)' 
An instrument in the form of a note payable to the niaker s order is 
not a note unless and until it is indorsed by the maker (S. 63 [2j. 

A note may contain a pledge of collateral securit}', and, in case of 
default b\- the'maker, confer authority to sell or dispose of the security 
deposited by the maker iS. S3 3 ). As in the case of a bill, the sum 
ii-KiVV. Cl notM ic V hp nr^vable bv instalments, or with 


interest, etc. i t. j ^ 

A note which is, or on the face of it purports to be, both made and 

payable \\-ithin the British Islands is an inland note. Any other note 
is a foreign note (S. S3 ^qj). 
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No precise form is laid down fur a note. >i) lung a> in form it 
satisfied the above definitiun it is valid. 

The following is a common form of note :— 


£100. 


IS. 


Londo.v, 5 John Sirket, W.C. i, 

Junuu )-. 15, 19... 

On demand I promise to pav tn ^^r. Ge’irue \\'aiS‘.jn ilic surn 
of One Hundred Poun<.]5 value recei\e(.i 

SoAMEs Walker, 


Whereas to a bill of e.xchange and a cheque there are primarily 
three parties, to a note there are primarily two, viz. the maker and the 
payee. The maker of a note coriy-punds to the acceptor of a bill, 
and the first indorser of a note to the drawer of an accepted bill ])ayable 
to drawer’s order (S. 89 [zj. The maker of a note is the person pri¬ 
marily liable thereon; the drawer of a bill is liable thereon only if it 
has been negotiated, and the drawee does not accept or pay the bill. 

The maker of a note engages that he will pay it accordin'^ to its 
tenor, and is precluded from denying to a ho der in due course the 
existence of the payee and his then capacity to indorse (S. 8S). 

The law as to bills of exchange aj>plies with the necessart' modifica¬ 
tions to promissor}- notes (S. 89 'rij. The proyisions as to present¬ 
ment for acceptance, acceptance, acceptance siipya protest, bills in a 
set, do not apply to promissory notes, and where a foreign note is dis¬ 
honoured protest is unnecessaiy |S. 89 '3'). 

Joint and Several Notes. —\\ here a bill is accepted by two or more 
persons who are not partners, the acceptors are jointly liable thereon, 
and, in case of default, all should be sued, for if one only is sued, and 
judgment is obtained but is not satisfied, no action can lie against the 
other acceptors. But if a note is made by two or more makers, the 
inakers may be jointly liable or jointly and seyerally liable. If the 
liability of the maker is joint and se^■cral, one maker may be sued 
alone, and if the judgment obtained against him is unsatisfied, the 
other maker or makers ma\- each be seyerall\- proceeded again>t in 
turn, until judgment is fully satisfied; or, alternatiyely, all the makers 
may be sued together. It depends upon the form of the note whether 
the liability of the makers is joint, or joint and seyeral. If a note reads 
We promise to pay” and is signed by two or more makers, the 
liability is joint; if a note reads “ I promise to pay,” and it is signed 
by two or more makers, the liability of the makers is joint and seyeral. 

If a note is in the body of it made payable at a particular place, it 
must be presented for payment at that place in order to render the 
maker liable. In any other case no presentment for payment is 
necessary^ in order to render the maker liable. Presentment for pay¬ 
ment IS necessary- to make an indorser liable; and if a note is in the 
body of it made payable at a panicular place, the note must be presented 
tor payment at that place. WTiere a place of pa\-ment is mentioned. 
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not in the body of the note, but by way of memorandum only present¬ 
ment at that place will make an indorser liable, but a presentment to 
the maker elsewhere will also make him Hable (S. 87). If a note is 
dishonoured, due notice of dishonour must be given to an indorser 
Presentment for pa\Tnent of a note may be excused on the same grounds 
as presentment for payment of a bill is excused. 

A note payable on demand that has been indorsed must be presented 
for pa\-ment within a reasonable time of the indorsement, otherwise 
the indorser is discharged. A note paj-able on demand that has been 
negotiated is not deemed to be overdue so as to affect the holder with 
defects of title of which he had no notice, because a reasonable time 
for presenting it for pa>-ment has elapsed since its issue (S. 86). Notes 
are frequently made with the intention that they shall form a continuing 
security. Hence this difference in the law between bills and notes. 

Stamping Notes.—The scale for stamping is given on p. 769. It 
is to be noted that a bill payable on demand is stamped 2d. for any 
amount; a note payable on demand is stamped ad valorem. 

Bank-note.—A bank-note is a promissory note made and issued 
by a banker payable to bearer on demand. Until recently bank-notes 
could not be issued in England (though they could in Scotland and 
Ireland) for less than {5. The Currency and Bank Notes Act, 1928, 
however, authorised the Bank of England to issue notes of £i and los. 
denomination, and these have since been in common use, replacing the 
Treasuiw' Notes (issued b\’ the Government), which previously sen’ed 
as currency. 

I 0 U.—An I 0 U is an acknowledgment of indebtedness for a stated 
sum signed bv the giver, who may be sued at any time thereon for a 
period of six years from its date. If the I 0 U contains, besides the 
mere acknowledgment of indebtedness, a promise to pay, it may 
constitute a promissoiy note. 


EXAMIXATIOX QUESTIONS, 


I. \\’hat are the ciiaracteristics of a negotiable instrument? Give examples 
^ such instruments. Is a bill of lading a negotiable instrument ? 




2. Explain the uses in commerce of the bill of exchange. 

3. Give th'* Iceal detinition of a bill of exchange and comment upon the several 
clauses of the deriniiu.'n. 


4. Give the stamp dutv on the following; (a) Inland bill drawn at 3 d/s for 
.'30; - 1 ] Inland bill drawn at 00 d d for £335 ; [c] Foreign bill drawn at 3 m/d 
hr j'iCo. pavable in Berlin, indorsed in London; [d) Promissor}' Note for /i,ooo 
payable c-n demand. 

5. Why is a bdl draven after sight or date presented for acceptance? Show 
altL-rnatr-'e forms "f acceptance by Smart cc Co., the drawees of a bill, \\hat 
iS a L^eneral and what a qualitied acceptance? If C. Seed, the holder of a bill, 
takes a qualslie.i acceptance on a bill that has been negotiated several times, what 
must lie do to bind the indorsers? 


6. Give the rules as to presentment for acceptance of a bill; also the rules as 
to presentment for pac ment. 

7. \Miat are dac's of crace? Give the due dates of the following bills: (fl) 
bill dated June 30 payable at 1 m d ; [b] bill dated December 31 payable at 3 m/d. 
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8. In what ways ni<i\- a hill he -li-ie-n'-ui'-J r m i \ i:.-- ■; 1 h r i j. 

honoured bill do before he can take at, tiun th-- hdl r 

9. State what }'ou kri'>w a.-^ tt.) the er. ine ei nMiit.e /n .* 1 
honoured. 

10. Of what does notiir,^ ainl i>r'jt«.stiny a lali > - I-, 

note a dishonoured inland hii!, «jr t*; jn-tiest it; ji v,i;<,!ir 

11. \\ hat is a case of need.'' L>;j/Iain aei.t'])l.'iti'.e it ’L'le iir a'la y: 
and payment for honour supra pruterit. 

12. The damages up-.m di^h-uiwur hv 
damages. Explain this, and the extent .d' the dj 

13. Define, respecti\eiy, the liahiht’.- <ti'; ,r- t 

(f) an indorser of a bill. What i.-, the 'Irav.- r .■> p-ined v *ath'; dia' 
bill dishonoured by non-acce[»ta!Hf ' 

14. Differentiate between a iadder and a holder in -iue 
simply explain the dilTerenee by an illn-tration. 

15. What do you understaml hv t’n.- in-v'tMie n ■ i a l.;;! • A t.iji 1- ina.h 
payable to A. D. How it ne-*-iiate<l l-.xplain t!;.- t. rn.s ' :n.iwr^'rne.nt in 
bank," " special indorsement," and " reDlrietive in-h r.-'-in- nt. ' 

16. Explain the la\'. < d agerK in conn 1 t i!■ in w 1111 ti 1 '■ > 1 r<i1 r; v, ai.'t■ j.tar.■ ^■ 
and negotiation of bills. \\ liat is the eiiett of in lfr>in^ a hdi ” ^aiis n.'."iirs ' 
and when is it done ? 

17* Mention the five ways in 'Ahich a hill '■! ex(.iian-;e nia'.' h- di'. harj* 1 

18. What is an accommodation j'arty. and an ac.oniru''dati in hiii ' .v leli 
is paid by an acceptor who lias accommodated the dra-Aer of th'- h:i! h-, ti:. i -h 
discharged by the payment ? 

19. Wherein does a cheque ditier from a ijill of exchange ? 

20. Illustrate t\so general crossings of a clu-que and tv.o (.losbiriL-, 

What is the effect of adding to a crcjssing tlie words ' not n-;::ot:ahk* ' 

21. A customer adds to the eP-ssing of a ciic-qin- the wi.rds " .■> Ai ,oiin‘ 

only." Discuss this addition fnmi the point of \ ivw oi lii..- draw v-/t anker. 

Drawees signature to a cheque is forgei.l and tiie <, hecjue is paid L»v t!.<* 
banker. Can the banker debit the payment to the drawer; if so, when ? 

23. A customer negligently draws a cheque. It fraudulently rais-.-d in 
amount b) the pa\ee, and the hanker pays the iiiLreasi.d aiuc'Unt. iuscu''S li.r 
banker s position . (a) if the alteratutn were ri|)])areni; '/ ■ ;f :t 'acto n<jt app'-iis lii 

as regards the payin*;til .if er-o-rl (.ht-iueS ' 
State the measure of the protection aitorde-J to the banker I'.i'. ing a eri ■^-'e 1 v h- ou.' 
by S. 80 of the Bills of Exchant-e Act. ' ' ' * 

25. A banker collects a crossed cheque for a customer v,h-> lus a defecivo' :i;;. 
to the cheque. In what circumstances is the banker j.r.ite<te i in s.; d .m ■ 
Supposing the cheque were uncrossed, what then is the hanker s position ' 

26. What is a non-transferable cheque, and wliai is a maria,:-! ( hecpir ^ 

27. Discuss the question of stale clietjues from tiie point isi vie,'. : ./ .u oac - 

ment: ( 6 ) of negotiability. ^ ’ 

28. Define a promissory note. What is a joint n..,te, an..l a l.,■lnt and --.cral 

note? ^ 

29. A bankerpaysa post-dated clieque, and subsjqueiiilv disiioivvjrs (.hetpies 
not post-dated. Discuss the banker's positmn. 

30. Define a bank-note. What is an 1 U I arel wl,rn mat' it anviur.t t-i 1 

promissory* note ? . ■ 

31. Explain the phrase "exchange as per ind-.r:tenieEU, ' and aiio what is 

meant by ‘re-exchange." 
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Premiums and Discounts and, 397: Preparation of, in examination work, 
103: Quoted Investments and. 87; Resen-es and, 105; Responsibilitv for! 
So; Signing of, 491; Stock in Trade and. loi ; Tax Reserve Certiftcates and! 
S;; Trade Investments and, 87 ; Trade Marks. Patterns, Dies, Drawings and,' 
97: Unquoted Investments, S7: Work in Progress. loi 
B.ilance Sheet (Company), Contents of. 4S0, 496" 

Balance Tickets, 340 
Balancing Ledgers, S 


Bale V. Cleland, 34, 416 

Bank Book-keeping. 744: Acceptance Ledger, 73S: Acceptances and, 764; 

Accounts, presentation of, 496; Bank of England Book. 753, 734; 'Bill 

Diar^y 736, 75S; Bill Ledger, illustrated, 757; Bills Discounted Register. 

nlustrated, 757 * Dills of Exchance and. 7Sb, see also under Bills c f Exchan^'' ■ 

Current Account Ledgers and. 749; Day Book and. 749 ; Deposits and. 74-! 

753; Deposits Diar>’, 733: General Cash Book and, 750; General Ledser 

and, 747, Goldsmith s Book and, 754 ; Lien, 700 i Loans to customers, "60 ■ 

Loans Ledger, 760; Pass Books and, 746; Paying Cashier’s Counter Cash 

Book and, 753 ; Received Counter Cash Book and, 753 ; Securities and, 75S ; 

Secunties Received Register. 739; Short Bills, 730; ^Slips, 744; “ Walks '' 
Llerk, 753 

Bank of England Book, 754 
Banker's Lien, 760 

Bankruptcy Acts, 1914 and 1926. 691, 701 

Bankruptcy, Actsj^f, 692; Adjudication Order. 696: After acquired Property 
698; AUowancenn kind, 696: Audit of Accounts, 720; Bankruptcy Estates 
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Account, 720; Committee of Inspection and, 698; Creditors and 602 • 
Debts not provable in, 699; Debts provable in, 699; Deeds of Arrangei^nt 
in, 691, 722, see also under Deeds of Arrangement-, Deferred Debts 6 oq- 
Discharge from, 701: Dividends in, 714; Execution Creditors in' 

First Meeting of Creditors. 696; Foreigners and, 691; Fraudulent Preference 
and. ji-W Infant and. 691; Insolvency and, difference between, 601 ■ 
Landlord and, 693; Lunatics and, 692; Married Women and, 691; Of&ciai 
Forms in, 702-712; Official Receiver in, 692; Partnership and, 700; Peti¬ 
tion, 692: Preferential Creditors, 694; Proof of Debts in, 698- Propertv 
(divisible) in, 697 (After-acquired). 69S; Public Examination 6 qV‘ 
Receiving Order. 692, 693; Release of a Bankrupt. 714; Rent in 695* 
Secured Creditors in, 699; Small, 696; Special Manager, 696: Trustee in’ 
713, see also under Trustee in Bankruptcy) Undischarged Bankrupt, '^04’ 
\ oting letter and, 696; who may be made Bankrupt, 691 ’ " 

Bankruptcy Estates Account, 720 
Bankruptcy Rules, 1915-1926, 691, 692 
Bardwell v. Sheffield Waterworks Co., 102 
Bearer Securities, Coupons and. 760; Dividends on, 348 
Bennett's Case [1S34], 335 
Bill Diary, 757 

Bill Discounted Register, 757 
Bill Ledger, 757 

Bill of Exchange, 756, 763; Acceptance and patnnent for honour of, 776; 
Acceptance of, 770-771; Acceptor of, 778 ; Accommodation Parties to. 782 ; 
Agent, liability of, on, 7S1; Alteration of. 782 ; Allonge on, 7S0; Amount 
recoverable on, 777 ; Bills in a set, 7S3; Days of Grace on. 773; Discharge of, 
7S1: Discounting a, 736, 764; Dishonour of, 774, 773; Drawee and Drawer 
763. 766, 768: Examples of, 767: Exchange as per indorsement, 76S; 
Foreign, 769, 776: Forged Signature to, 778, 7S0; General Acceptance of, 
771: Holderfor Value of, 756, 7S8; Holder of. 779; Holder in due course of, 
77S. 779; Indorsement in blank of, 7S0; Indorsements, 780, 7S1; Inland, 
771,776; Legal definition of. 764: Liability of parties to. 778 ; Xegotiation 
of, 7S0; Negotiable Instruments, 782; Noting of, 776; Payment for 
Honour supra protest of, 776; Presentment for Pa^unent of, 772; Parties 
to, 766; Payee of, 766; Principal and Agent, 7S1; Protesting of, 776; 
Qualified Acceptance of, 771; Referee in Case of Need, 777; Rules for Fhe- 
sentment of, 772 ; Sans Recours, 7S1; Secunda Via, 7S3; Stamp Duty on, 
769: Signature by Procuration on, 781; Uses of, 764; Valuable Considera¬ 
tion defined, 779 
Bills for Collection, 736 
Bills in a Set, 7S3 

Bills of Exchange [Crossed Cheques) Act, 1906, 763, 7S8 

Bills of Exchange [Time of Noting) Act, 1917, 763, 776 

Bin Cards. 644 

Blair V. Brcmley, '1S47], 127 

Blank Transfer, 340 

BloomenthaVs Case '1S97', 341 

Bonus Shares, 303, 379 

Borrowing Powers (Company), 309 

Boschoek Proprietary Co, v. Fttke [1926]. 282 


Bought Ledger, 7 
Boi'iirs Act, 1865, 219 

Branch Accounts, Agency, branch as, 5S9; Branch as independent trader, 5S9; 
Branch Capital Expenditure, Fluctuating Currency, 635 ; Branch Ledger at 
Head Office, 631; Central District Depots, 590: Closing Stock in, method 
of treating, 600; Depreciation of Assets and, 607; Double Column, 600; 
Duplicate Branch Ledger, 603; Final Accounts of, 607; Fluctuating 
Exchange assumed to be Stable, 631; Foreign Branch Accounts, see under 
Foreign Branch Accounts; General Principles of, 587^ Head Offices makes 
all Purchases. 590, 591; Independant Trader, Branches as, 589; Inter. 
602; Kinds of Branches, 5S9; Local Stores account in Sterling, 636; 
Methods of invoicing goods to. 589; ^lultiple Shop Concerns, see under 
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Multiple Shop Concerns', " One Account " System, 600; Profit and Loss on 
exchange, treatment of, 631; Requirements of Efncient Svstem and, 5-7; 
Rules for Reconciling, 603: Stock at Loaded Prices and/sq6; Suspense- 
Account. 600; Transactions in Foreign Currency. 634; Warehouse Expenses 
and. 607; Weekly Returns, illustrated, 605; Where H.O. makes all 
Purchases, 590 

Brokerage (Company), 283^ Confusion between, and Underwritincr Coin- 
mission, 2S5 

Buchan's Case [1879], 337 
Buildings, Valuation of, 89 
Burnham Case, 399 

Business, Conversion of into Company. 440, 473, 482; Losses of, prior to 
incorporation as company, 4S4 ; Fronts of, prior to incorporation as compan\' 
482: Purchase of, 440 
By-products (Cost Accounts), 661 


C-u,L Book, 320 
Call Letter, 297 
Called-up Capital, 300 

Calls, 291* 3^^ • In advance, 298' In ad\'ance, interest on, 3^1; In arrears 20' * 
In arrears, interest on. 363: I>etter, 297: Making. 291; Stock Exc^ianee 
Quotation and. 361; Table A and. 291. 361, 363: When due, 136; When 
payable, 291; MTien statute-barred. 291 

Capital. Authorised (Xominal or Re.eisteredb 300: In Balance Sheet 10v 
CaUed up. 300: Circulating, 366; 'Fixed. 366: Increase of. 421 ; Issue oi, 
example of, 313: Issued, 300; Issue of balance of. 289; Of a Company, 300] 
315: Interest paid out of, 419: Loan, 300; Paid-up. 300; Reduction of’422’ 
423; Reserv'eliabihWon, 300; Return of, to Shareholders. 432 ; Share ■ 
Subscribed, 300; Working, 300 ' ' 

Capital BSpenditure, differunce between, and Revenue Expenditure. 27 37 
Capital Redemption Reserve Fund, Treatment of. in Ba ance Sheet '104 
Capital Reserve, 64 

Carriage, Inward and Outward, 25, 30 
Certificates and Balance Tickets, Register of, 320 
Certification, 341 
Charges, Register of, 319 
Chattels, 125 

Cheque, 783; Additions fnon-statutor>') to crossing of. 7S5 ; Alterations on. -So • 
Collection of. 787; Conversion of. 78S ; Crossed, payments of, 7S7: Cross- 
OL 7^4 » Defined, 783 ; Dishonour of, 7S3 ; Forijed, 7S6 ; General crossing 
of, 7°4» Indorsement of, 7^5- Marked, 7^4 1 Xon-statutor\' additions to 
crossing of. 785; Not Negotiable, 7S6; "Not Sufficient", 784- Non- 
Transferable, 788; Parties to, 786; Post-dated. 790; "Refer to Drawer’’ 

784: Special Indorsement of, 7S4: Stale, 789; Statutes of Limitations and’ 
790: Uncrossed, 7S5 
Choses in Action, 125 
City Equitable Fire Insurance Co. Ltd., 2SS 
C(pi 7 Procedure Act, 1883, 366 

Collateral Security, Debentures as, treatment of, 10^ 

Commission, Treatment of, 33 

Committee of Inspection, 69S, 714 
Common Se.\l, Use of, 283 
Company, see under Limited Company 

COMPANY' Depreciation Accounts. Examples of, 49. so, si. 52. SH 
Company Limited by Guarantee. 262 
CoMP.vNY Meetings, 342 

343: Special, 343 ; Extraordinan-, 343 ; Ordinary, 343 
Co^SIG^ME^T Accoukts, Account Sales and, 245; Consignee and, 245:' Con¬ 
signee s BooH 247; Consignor and, 245; Consisnor’s Books, 246 ; Defini- 

credere commission and, 245 ; Pro-forma invoice and, 245 

of 526: Accounts, illustrated. 536. S37. 562: Account 

of Subsidiary', 530; Auditors Report, 531; Equity- Share Capital of. 527; 
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Financial Year of subsidiary', 529: Group Accounts, when necessary ^28- 

Holding Company defined, 527; Loss of Subsidiaries, 556; Method of 
preparing, 531; Rules as to, 530; Schedule, illustrated, 542, s6i • Snecifir 
Rules as to accounts of Holding Company, 529 ’ ^ 

Contingent Liabilities, 61; Treatment of in Balance Sheet, los 

Convertible Preference Shares, 303 

Cook V. Barry, Henry dr Cook, Lid, {1923). 290 

Co-partnership Shares, 305 

Copyrights, Valuation of, 99 

Corporate Body, Defined, 261 

CosT^ Accounts and Costing. 652: Advantages of, 653; Bonus or Premium 
Systems of. 65S ; By-products and, 661; Cost Ledger and. 661; defined 
653: Departmental Costing, 635 : De^'ising a system, 655; Direct Labour 
and, 656; Elementsof Costand, 656: Entries in Books of. 660; Job costin'^ 
654; LabourHoursand,656, 657; Labour abstracts and, 65S; Machine Hour 

method. 659: Materials and, 65S; Multiple Costing, 655; Office and Adminis¬ 
trative Oncosts, 660: Oncost and, 655. 65S; Operating or Working Costing. 
655; Percentage Method and, 659: Primary' Allocations and, 660; Prim^e 
Costand. 655: Principles of, 653; Process Costing, 655; Productive Hour 
method of. 639; Single or Output Costing and, 654; Systems of, 634; 
Terminal, job, or Contract, costing and, 654; Total Accounts and, 661: 
Total (Gross Production) Cost and, 656; Unrealised Profits taken on IVocess 
Costing, 664 

Coupon List, Specimen of, 400 
Cox v. Hickmayi {1S60), 120 
Cruikshank v. Sunderland ’1922^, 123, 210 
Cion Div., 373 

CuMULATn-E Preference Shares, 303 
Current Assets, S7 

Days of Grace, 773 

Debentures, as Collateral Security, treatment of, 103, 412 ; Balance Sheet and, 
103, 412: Bearer, 310: Bonds, 310, 397; Conditions of Issue, 311, 312; 
Coupons, 310, 397; Defined, 309: Deposited to secure advances, 412: 
Expenses of issuing, 397; First Mortgage, 309; Form of. 310; Holders, 
Receiver for, 313, 314: Interest on, 310, 397: Irredeemable (Perpetual), 
310; Issue of, 310. 391; Kinds of, 310: Nature of Charge, 309: Notes, 
difference between and, 315 ; Purchase of in open market, 395 ; Receiver for 
Holders of. 313; Redemption of, 314, 399; Registered, 313; Re-issue of. 
314. 405; Rights of Holders of, 314: Second Mortgage, 309: Simple. 310; 
Stock, 310: Talon on. 310; Trust Deed, 311; Trustees. 311; Warrant, 
401 

Debenture Holders, Register, 320, 333, 334 
Debenture Interest Book, 320 ; Specimen of, 400 
Debenture Interest Warrant, Specimen of, 401 
Debenture Stock, 310 

Debenture Stock Account, Illustration of, 407 

Debenture Stock Holders. Register of, 320, 334 

Debenture Transfers, 341 

Debenture Trust Deed,311 

Deed of Assignment, 722 

Deed of Composition, 722 

Deeds of Arrangement. 722: Trustee in, 723 

Deeds nf Arrangement Act, 1914, 722 

Deferred Management and Founders’ Shares, 304 

Deferred Revenue Expenditure, Treatment of, 35; In Balance Sheet, 103 

Deferred Stock. 307 

Del Credere Commission. 245 

Departmental Accounts, 579: Allocation of Expenses in, 5S2; Combined 
Accounts, form of, 5S6: Credits to Profit and Loss Account andoSs; Gross 
Profit and, 5S2; Interdepartmental transactions and, 5S5: Necessity' for 
sub-division. S79: Other Trading Account Debits and. 5S2 ; Profit and Loss 
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Account and, 5S2; Purchases Book, 5S0; Purchases, treatment of, 579; 
Sales and, 580: Stock and, 582; Trading and Profit and Loss Accounts 
illustrated, 583, 584 

Depreciation, Accumulated, reserve for, 63, 64: Annuity, method of. 44: 
Assessment, methods of, 41; Charge against profits, 49; Company depreciation 
accounts, examples of, 49, 50, 51, 52, 53; Defined, 40: Diminishing Balance, 
method of. 42 ; Fluctuation in value and, 40 ; Insurance Policy method of. 45 ; 
Legal and Commercial views on, 49; Provision for essential/40 ; Provisions, 
Limited Companies, 47, 49; Sinking Fund method of, 45; Straight-line 
method of, 42; Valuation method of, 47 
Development Expenditure, Treatment of, 102 
Dickson V. National Bank of Scotland (1917), 134 
Dilapidations, treatment of, 102 

Diminishing Balance Method of Distributing Depreciation. 42 
Directors, 281; Age limit of. 283; Calls and, 361; Compensation for loss of 
office and. 282; Dividends and, 364 ; Duties of, 2S1; Fees, 28 ; (free of tax) 
282; How appointed, 281; Liability of, 281; .Managins, 281; Power and 
duties of, 281, 282: Remuneration of, 282 ; Report of. 366, 4S7 
Directors' Attendance Book, 320 
Directors' Fees, 28 
Directors' Loans, 87: Treatment of. 90 
Directors, Particulars of. Illustration, 327 
Directors. Register of, 319 
Directors' Report, 487 

Directors and Secretaries, Register of, 331 
Discount, Provision for, 33, 64; Trade, 23 
Discounting A Bill, 756, 758, 764 

Dishonour of a Bill, 774: (Amount recoverable on), 777 ; Measure of damages 
on, 777; Of cheque, 783 
Distringas, 390 
Dividend Book, 320, 374 
Dividend Equalisation Fund, 63 

Dividends, 364; Balance Sheet and. 364; Bankruptcy and. 69S; Bonus Shares 
as. 378; BookEntriesof, 369. 376: Book or Sheets. 376; Calls m arrear and 
364; Coupons, 397; Cum 375: Defined, 364; rfiV., 375 ; Forms! 
Example of, 377: Goodwill and, 93; Income Tax on, 372; Interim, 368' 
On bearer securities, 378; Payment of. direct to Banker. 375; Payment of! 
out of Profits, 365; Preference, arrears of, 367 ; Reserve Account, 378; Scrip 
373: Sheet, example of, 376: Stale and Lost Warrants. 377: Treatment of! 
paid, 34; Unclaimed, 370; Unclaimed Interest, 399: Warrants 374. 
Dividend Warrants, 374 

Double Account System, 80 
Dovey v. Cory [1901], 365 

Eighth Schedule {Companies Act, 194S), Balance Sheet and. So, 82. 83: Secret 
Reserves, 65 

Elliot V. Elliott [1911], 216 

Endowment Policy Account, Specimen of, 46, 54 
England v. Curling [1844], 123 

Entrance Fees and Subscriptions, Treatment of 37 
Equity Share Capital, 527 
Estoppel, 126 
Ex. div., 375 

Executor, Liability for shares, 335 

Exempt Private Company, Defined, 269; Privileges of. 26S, 269; Conditions 
to be complied with, 269 
Extraordinary General Meeting, 342 
Extraordinary Resolution, 343 

Factors Stock Book, 20, 22 
Financial Expenses, treatment of. 3s 
Firm Name. 121 
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Firji Xot a Separate Entity in England, 122 

Fixed Assets, 87; presentation of in Balance Sheet. 94-07; fluctnation in 
value of, 40 wciviuu in 

Floating Assets, see under Current Assets 
Fluctuating Exchange, 631 
Fluctuation in Value of Fixed Assets, 40 
Forged Transfer, 341 
Foreign Branch Accounts, 624; Book 

keeping by Branch, 627; Conversion of Foreign Branch 627* 


Book* 
Fluctuating 


. - £ Tj 1 X Ledger at Head Ofl&ce, 629; Remittance 

Account, 627; Rules for Conversion, 628; Stable Exchange and 62s 
Foreign Interests Act (1917), 256 * ^ 

Forfeited Shares and B.ax-^nce Sheet, 103 ; See also under Shares 
Forward Invoices, treatment of, 21 
Freehold Land and Buildings, valuation of, 89 
Furniture, Fixtures and Fittings, valuation of, 99 


GamhUng Act, 177^, 731 

Garner w Murray [1904], 212; Procedure following, 213 

General Auction Estate Co. v. Smith [1891], 309 

Goidjarb v. Bartlett [1920]. 134 

Goldsmith’s Book, 754 

Goods in Transit, Treatment of, 23 

Goods on Approval, 17 

Goods on Consignment, 17 

GooDtSHLL, Balance Sheet, treatment on, 88; Partnership and, 135. 161,166, 172; 
Purchase, value of, 86; Purchase of Business, 440, 473; Price of shares and| 
357; Prox-ision for reduction of, 82: Valuation of, 91; writing down of, and 
Articles, 86 

Go\^rnment Stock, 307 

Gross Profit, Ascertainment of, 12 ; Departmental accounts and, 582; Increases 
in, 16: Trading or Manufacturing Accounts and, 13 
Ground Rent, Treatment of, 31 
Guarantee Company. 262; Must have Articles, 273 
Guaranteed Stock, 307 


Harman v. Johnson [1853], 127 

Hawksley v. Outrayn [1892], 120 

Henry Jaynescn deceased. Re, Atiortiey-General v. Jameson and others [19051, 
486 

Hire-Purchase, 671; Analysis of the Fhirchase price, 672; Payment by Instal¬ 
ment, Method of, 672; Purchases for Deferred Payments by Instalments, 
672; Sales for Deferred Payments by Instalments, 684; Treatment in Books 
of Account, 672 

Holder for Yalub. Banker as, 756 

Holder in Due Course, 779 

Holding Company, 464; see also Consolidated Accounts 

Holt v. Markham [1923], 746 

Hospital Income and Expenditure Accounts, 76 


Income Accrued, Treatment of, 35 

Income and Expenditure Account, 72: Compulson', 24: Difference between, 
and Receipts and Payments account, 73; General Meeting and, 72 
Increase of Capit.al (Company), 421 
Index of Members, 321 
Inscribed Stock, 307 

Insolvency, see under Bankruptcy and Deeds of Arrangement 
Inspection (Company), 345 
Inspection of Registers (Company), 321 
Insurable Interest, 731 

Insurance, distinguished from Assurance, 729; Kinds of, 730; Non-tariff 
Offices, 730; Tariff Offices, 730 
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IxsiTRAKCE Policy Method or DiSiRiBiriiNG Depreciation, 45 
INSCRAXCE Premiums, Treatment of, 33 

Interest, Accrued, treatment of, 100; On Capital Partnership . 32, 140; On 
Drawings I Partners^p ■, 32, 150; On Loans and Debentnres,’treatment of, 
32; Paid out of capital, 419 : Received, treatment of, 32 ; Trade treatment 
of, 32 

INA-ESTMENTS, S7; Ledger for. Qg; Front on Sale of, treatment of, 36: Quoted, 
$7, Reseme Fund and, 100; Trade, ^^7; Lnauoted, S7; Valuatie^n of cq 
lN\'oiCES (Forward), 21 

Irredeemable (Perpetual) Debentures, 310 
Issued Capital, 300 
Issue of Shares at a Discount, 306 
Issuing House, 2S4 


251: Denned. 251; Rules for 
5 required, 252 


Johns(yti V. LyttJes' Iron A^er.cx "1S77'. 304 
Joint Ventures, Book-keeping treatment of. 
accounts in, 232 ; When special treatment 

Kendall v. Ha-milion [iS7Q^, 127 

Kingston Cotton Mill Co. Ltd. '1S96', 2 56 , 2 55 

Lagunas Xiirate Co. v. Lagunas Xitraie Sw.dicate 'i -go'. 2 52 
Lagunas Xitrate Co. v Sckrcedsr ‘igoi’, 365 ' * ' 

Land and Buildings, Valuation of, 89 

Law Merchant the. Defined, 748 

Lease Account, 5S 

Leaseholds, Valuation of, S9 

Lease, Treatment of premium on, Sg 

Leases and Sinking Fund, 56 

Lee V. Xeuchatel Asphalts Co., Ltd. jSSg', 52, 100 

Llvbilitees, Contingent, treatment'of, 61; In Balance Sheet lo^ 

Lien (Banker’s), 760 ’ 

Life Assurance, see under Assurancs 

Life Policies, Assignment of, 732, 733 ; Jlortease of, how afiected 7:!^ 

o/- 467, 471;'Age limit of Directors, tSi ; 
Agenda Bwk 31^ -AJloment Letters and, 291; Return of .Allotments ^90 ■ 

Regi^er of .Allotments Returns, 320; Register of .Allotment Sheets, 320- 

.^algamation of, 464, 471; Annual Meeting, 342; .Annual Repon and 

4S6: Annual Return, 324: Appointment of DirectLs, 2 m • 
-Assets of u^eahsable talue in, S7; .Articles of .Association of, 265 *>7^ 2-3 

see also under . 4 A ssccf a/; cm; Variation of articles of. 271 Auditor^ 

and 286, see also under A uditor ; Balancing Share Redster of. 420 • 'Babnc; 
Tickets and, 340. Blank Transfer and. 340; BorTo^dng poLrs of 3^ 
Brokerage and, 2S5 ; Calband. 291. 361, see also under Cai/s ; Calls in advance 
and arrears and. 298; Call Book and 320; Capital of. 30(^305 CaouaT 
mcrease of. 421; i^pital, reduction of. 421, see also under Cat>ttal- Cenihca- 

Common'<3e V 'f ’’ Certificates and Balance Tickets and, 320 • 

sS^lsn nnh 342! Consolidated Accounts 

473 ; Conversion of shares of, into stock’ ' 

C>ebentures, see under Debentures: Debenture 
toerert Bcwks, 320; Debenture Holders of, Rearister of t-’o 

anl^S"-^ DShd°^‘^r"’ 320, 334: Debenture Transfers 

Directo^’ .^^^^tors and, 2S1, see also under Directors- 

Dissentient Shareholders of, 471; Diddends of • 

SStTr ^ E’xem;r^''° Di^dends : Documents to be filed with 
’ aA -Co: Extraordinarv General Meetinc of 

of bs resolution of. 343 ; Financial assistance bv, for purchase 

of Its ojcn shares, 300; Fi.xed Assets and. S7: Forced Transfer ard 

ormation of, 265: Guarantee, limited by. 262; Holding, see undfr Ceti- 
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ioltd*ud Aciounti. iacorponboa of. aetbodi «f >61 I 

3«; laspectwnof. J45; Iiwp*ctwo of 1 

36«; latCTert on sh»rw of pud out of cMrtal ^ 

Memorandum of Asaociation of. *65 tjo’ iti 

266. Minute Books of %%o VfortffAM 
Non.«atutory' hooka of. ”9. 

^.nary ^JutK>rw of 343; toJinentar,-. "4^, ' ”* 

^ P^ferenee^HvljSSrS^Li,^^ 

367. Pirrlinu^-Contract* and, 279; Preiiminarr ^ 

Shares of, at Premium, issue of, 357, 353, Pnvate^-^pShl^rtt ^ 
320. 334; ^(xedure to record purchase of basinew hy‘ 440 F^n^ ua 

^moterand. 279; Prospectus and. 260. 274 27s 276 ‘ 

^o,pr^2. Prow and. 345. I*archase of ^.,n^ «S' 4^^ 

Investments and, 87; Reconstruction of.’45, '45?^??!?? 
f ^^5: Registration of. 262 : HI 

^ -*^4 i^ealed Documented 

foments, register of. 320; Secretary of, and. lao at 
Cmifi^tes and. 299.^ also under Skirts ; Share CertiAcaU*. rrgirtwe at 
320, Sh^ of. at a Discount, issue of. 358; Share and Stock. TnSin S' 
335, Share Warrants and, 300; Sharehoidert nitbts and aya ■ 

Ri^lu^on. 343: Splitting shares of, 416; Sutem^t m hi d 

and. 2^ 278, 279; Statutory, 261, 265; SUtutorv Books and 

318; Statutory Meeting. 342; Statutory Report of, 412; Stock _ 

of, 320, s« also under 5/oc*; Stock Exchange Quotation and iVi ”s^. 

3 ^‘^ 332 . 334; l«t IS’ Hi tSi 

^®rm of, 337, 338; Transfer, liabdity ol partM I*. 
339; Traitefers. register of, 320, 335. 336; Transfers. ScmtenTol, 3*^ 

Tr^fCT S^p Dnh« and. 337. Lltra vires acts and. 284; Ui^den;*^ 
Md, 284 Lnbmted liahO'*y and, 262; Unquoted Investineata. 87; Vain* 
tion of Shares of, 484 endor and, 2&0; Voting and, 345 

Limitsd P^tttership, 137, 138, 219-220; Accoants of, air; DiawhitiM ot 
220; GeneraJ Partners in, 220; Loans, treatment of, 222; Rcntratiim of 
219, Rights of Limited Partners in, 220; Winding up of, 221 
Limited Partnership Act, 1907, 219 
Limited Partnership Rules, 219 
Lindley, On mines, 100; On Transfers. 335 
Liquidated Dajcages, 760; Defined, 777 
Loan Capital, 300 

Loans, Balance Sheet and, loi; Financial assistance by company far tnnThaar 
of its own shares, 300; Interest on, treatment of, 32, 148; Lile Micy as 
security for, 417 

Lock V. Queensland Investments and Land Mortgage Co. [1896!, 361 
Locker Cards, 644 

London and General Bank [1895], 286, 365 

Long Bills. 756 

Loose Tools, Valnation of. 89 

Losses (Past) and Payment of Divtdknds, 66 

Ltd. (Ld.), Use of abbreviation apparently legal, 271; Wlien may be dopcMed 
with, 271 

Lucas V. Fitzgerald (1905), 368 

3 fLachikery and Plant, Treatment of, in Balance Sheet, 93; Valt&atkHi of, 93 
Machinery Repairs, Treatment of, 30 

Managing Director, 2S3; Commission of, treatment of, 33; see aiap 

2>irertor 

Manufacturing Account, 12-23; Carriage and, 30; Constmctioii. 1 
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Divergence in form of, 14. 15; Factor}* manager’s salary and, 2S; Maciiiner}’ 
Repairs and, 29; Royalties and, 311 Specimens of, 14, 15; Trade Expenses 
and, 31 

Mead V. Ball, Baker Co,, 2 88 

Meetings (Company), 342; Annual General, 342 ; Creditors. 453; Extraordinarv- 
General, 343; Poll at, 344; Table A and, 344; Proxies at, 345 ; Quorum at, 

345 J Resolutions at, 344 • Special Business at, 342 ^ Statutory*, 342 

Members, Register of (Company), 319 

Memorandum of Association^ 265. 320; Alterations in, 272: Borrowing 
powers and, 309; In what way binding. 271; limited in, 270; Name o^f 
company and, 270; Objects of Company and. 271; Registered Office and, 
270, 271: Share Capital and, 271; Subscribers to. 270 
Memorandum of Satisfaction, 334 

Metropolitan Coal Consumers' Associaiio7i v. Scrimgeour AS95', 2S5 

Mines and Quarries, Wasting nature of, 100; Royalties and, 686 6S7 

^Bnimum (Dead or Fixed) Rent, 687 

Minimum Subscription, 266 

Minute Books, 319, 330 

Mortality Tables, 730 

Mortgages, Assignment of Life Policy, by wav of. 732 ; Definition of 342 

Mortgages and Charges, Register of, 331, 332 

Mortgage Debentures, 310 

Mosely v. Koffyfontein Mhies (1904), 392 

Multiple Shop Concerns, 603; Branch Supplies journal specimen of, 606: 
C^h Smes and,^4; Check System and, 604; Depreciation of Assets how 
charged, 607 , Final accounts in, 607; Method of Accounting and, 604* 
Stock Requisition, 605; Warehouse Expenses, 607; Weekly Return, 605 

XEGOTI-4BLE IxsTRtBiENTS. 763-792; Examples of, 76S; Share Warrants as 
300 

Nell V. Longhotiom [1894], 345 

Net Profit, Ascertainment of, 23 ; Defined, 13 

Net Profit Account, see under Appropriation Account 

Net Revenue Account, Appropriation Account 

hewton v. Birmingham Small Arms Co, Ltd. ri9o6-, 2S8 

Non-Cumulative Preference Shares, 303' 

Notes (Comp.\ny), 315 

Notice in Lieu of Distringas, 390 

Noting a Bill, 777 

"Not Negotiable", 784, 785, 786 

" Not Sufficient ”, 784 


“Offer for S.mle”, 284 
Official Receiver, 692, 693, 694. 6q6 
Officlu. Se.\l for Use Abroad, 284 
On Appro., 17; Treatment of, 21 
Oncost, 655, 656, 657, 658. 659, 660 
Ooregum Gold ^Mining Co. v. Roper [iS92h 357 
Opening Entries (Company), 330 
Ordinary Resolution, 343 
Ordinary Shares, 304 
Ov'ERRiDiNG Commission, 285 


PackagEsS^^^ AccoTOX Treatment of cost of packing materials purchased, 

Package Trading Account, Specimen of, 20 
Packing ALaterials, Treatment of. 21 
Paid-Up Capital, 300 
Parliamentary Companies, 261, 265 
Participating Preference Shares, 303 

”9; Agreement, 123, 133- 
Amalgamation, guarantees on, 171; Amalgamation of two businesses and 
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179; Annuities and, 1S2; Assets, revaluation of, in, 176 lov \ssiPnm^nf 
of share in, 131, 132: Capital and Current accounts in, 142-’ Cessation of 
business and sale of assets in, 1S3; Consequences of Dissolution lu its- 
Contents 01 Agreement, 123; Contrasted wth Limited Company 
Deceased Partner and, 137; Defined, iig; Determination of, 131 ; Disputes 
m, 130; Dissolution by Arbitrator. 134; Dissolution of, 132. 133 13.1 i-:; 
1S2. iS3, 1S4, iSg, 193, 201; Dissolution in limited partnership 
Dissolution of. loss on, 203: Dissolution, periodical patments durin^ -iv 
Distribution of Assets in Specie of. 193; Division'of Assets in'*iQi’ 
Drawmgs, method of recording in. 143-45: v. Elliott and 2i6-iv- 

Enforcing judgment against, 127: Expiration of, 131; Firm name in' 
Gamer v. Murray and, 212^13; Good^ull and, 135. 161, 166, 172- Holdin<^ 
outand, 127: Incoming partner, liabiliu-of. 128; Infant in. 122; Insolvency 
in. 700; Interest on Capital of. 149; Interest on Drawings from, 150'; 
Interest in lieu of Fronts and, 203; Joint o^v-ne^ship of property and. 120; 
Judgment debt against a partner and, 132; Liabilit}' of members of* 126; 
Liability for uTongs in, 127; Limited, 137, see also under Limited Parhier- 
ship; Limited partners and, 219. 220; 'Limited Partners, rights of, 220; 
Loans (Partners) in, 14S, 174. 222; Losses in, 154: must be leg^, 122:' New 
Partner, admission in, 162 ; New Partner and re-valuation of ^ets in, 176; 
Outgoing Partner, liabilin* of, 12S ; Premium for admission of new partner in! 
163; Properu’ and, 132: Realisation Account and, 190, 192, 195; Realisa¬ 
tion, loss on, 210, 212; Registration of Business Names in, 115; Relations 
of Partners in, 128; ito outsiders), 124: Remuneration of Partnem in, 130: 
Rescission of agreement, 133; Revaluation of Assets in, 193; Rights and 
Duties in, iyiter se. 129: Salaries in, 151; Sleeping partner and, 149, 223; 
Share of profits borne by other partners in, 15S: Sur\'ivorship Assurance 
policies and, 174: Uberrinii^ jidei and, 130; \Vh^t creates a, 120, 121; 
\Miat is not a, 120, 121; Winding up of a, 135, 223 
Parinershit) Act, 1S90, 119 


Past Losses, Treatment of. in accounts, 66 
Patent File Co., Re [1S71], 309 
Patents, Valuation of, 97 

Payment by Instalment, see under Hire Purchase Accounts 
Plant Ledger, Specimen of, qS 
Poll, 344 

Posting Shark R* gister, 321 

POVTERS 0 ^ AtTORNEi', 320 


Preference t^?iT.u3Es. 302 

Preferred Ordinary Shares, 303 

Preferred Stock, 307 

Pre-Incorporation Losses. 4S4 

Pre-Incorporation Profits, 4S2 

Preliminary Expenses, 279. 415; Treatment of, 33 

Premiums of Sale of In\'estment. Treatment of, 36 

Preparation of Accounts in Examination Work, 105-11 

Pre-preference Shares, 303 

Private Company, 26“; Must have Articles, 273: Advantages and exemptions 
of. 26S; Balance Sheet of. right to receive. 26S; Ceasing to be, 26S; Condi¬ 
tions to be complied with by, 267, 26S; Defined, 267; Joint holders of shares 
in,26S: ]Must have Articles, 267, 263 ; Table A and. 273 
Probates, Register of, 320, 334 

Profit and Loss Account, Advertising and, 33; .\im of, 23, 24; Apprentice s 
Premiums and, 36: Capital and Revenue and. 37 ; Carriage Outwards and, 
25: Commission and. 33; Deferred Revenue Expenditure and. 35; Depart¬ 
mental, 5S2: Depreciation and, 40: Directors’Fees and, 28; Discount and, 
33; Dividends paid and, 34: Entrance Fees and Subscriptions and. 37: 
Examination errors in preparins:, 25, 26: Financial Expenses and 35: 
Income accrued and, 35 : Insurance and, 33 ; Interest on Loans and Deben¬ 
tures and. 32: Machinerv* Repairs and. 30: Prebminars' Expenses and, 34; 
Premiums on issue of shares and, 36: Profit on Sale of Investments and, 36, 
Renewals and. 28; Rent, Rates, and Taxes and, 30; Return and, 30: 
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Royalties and, 31; Stationer}-, Stamps, etc., in hand and, 32; Stock in Trade 
and, 23; Trade Expenses and, 31; Trade Interest and, 32' Transfer Fees 
and, 36; Wages and, 27; Salaries and, 28 

Profit and Loss Account (Company), 4S7; Appropriation, 492; necessity’’for 
exactitude comparative, 496 

Profit on Sale of In-v^stment, Treatment of, 36 
Pro-forma Invoice, 245 
Promoter, 279 

Prospectus (Company), 266; Defined, 274; GoodM-ill and, 92; LiabiliW under 

274, 275: Statutor}' requirements, 275. 276, 277 

Provision For Bad 62; Companies' Act definition of, 60; Contrasted 

with Reserves, Defined, 59; As defined in the Eighth Schedule C A. 

1948, 85; For Discounts, 64: Limited Companies and 47- Treatment in 
accounts, 60 t / . u 

Proxies, 345 

Public Company, Deferred, 267 
Purchasing of Own Shares rv rn\fDAvv 




Quarries, wasting nature of, 100 
Quick Assets, see Current Assets 
Quorum, 345 

Ranu*s Case, 365 
Rates, Treatment of, 30 
Rayner 



Receipts Payments Account, 71; Difference bet^veen and Income and 
Expenditure account, 73 lULuiue ana 

Receiving Order, 692, 693. 694. 696 
Reconstruction, 453, 454, 455, 47, 

Registration of Business Xames Act, 121 
Register (Company), Closing of, 375 

Agister of Members (Company), 321; Illustration of, 323 
Regret, Letter of, 290, 295 ^ ^ 

Renewals and Repairs, Treatment of, 2S 
Rent, Rates and Taxes, Treatment of, 30, 31 
Repairs and Renewals Fund, 62 
Republic of Bolivia Exploration Syndicate Ltd., 2SS 

liS?ch^edui?o^f «-ith provisions, 59: As defined 

,Lcco„.,,re., 

Reserve Liability, 300 
.--Revenue Accounts, 77 

Of, 686; Defined, 6S6; Development Expenditure and 

£^^^““^l“tand 6S7; Mining and, 6S7; Short-worW and 68, 

»^ 

Salaries, Treatment of, 28 
Sale or Return, 17 
Sales Book, i 
Sales Ledger, 9 
SAps on Appro Journal, 19 
Sans Recours”, 781 
Scrip Dividends, 373 


Ui 
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327 


of C'.>r»ir'>l A«,i.-iurit in, q 


i20 


on, 301 


. (‘fi. 

:v■^5 


Sealed OocLMESib, REouTth of. 3^0, 333 
Secret Reserv es. 63 

Secretary, Appointmc-nt of, 2^^: L>uties of. 

Secretary, Pakticclar^ of. Illur-iration of 
Securitie> Received, REGi:>TEk of, 739 
Self-balancing Ledgers, Denned. 7 , Construction 

Transfer journal in. s ; T\']iical set of lL«.tks in. 4 
5 cCt‘r« and \i\c R.ulu.j\ Cv.. in . 30b 

Share Capital and Debentures. Summary of. Illustration 
Share Certificate Spmnif-n ^rr^n 

Share Certificates, I^egister of. 320 
Share and Stock Transfers, 333 
Share Warrants, 300 

Shares, Bonus, 305: Bonus as dividend, 379; B*xik of, ^90, Calls 

also Calls : Calls in advance, fnterest on, 301 ; Call- in arrtar, interea 
363: Certificates. 299; Convertible I^eference. 303. Co-j artriership. 

CumuUtive,J^toenre. 303; Deferred, Manacenient and Founder',7 304 
At discount, issue of, 33^ ; Disseniit-nt Shareholders and, 471 , lorfeiture an : 
Re-issue of, 353, 3S3 ; Interest paid out of capital, 419. Issue at Discount 
306; Lien and Charges on. 3>9; Numbering of. 300; <-.>rdinarv . 304. 

PrgWi:.nrp ■ Prc-preference. 303. Preferenc^^ 
Preferred ordinary, 303; At a premium, issue of. 33;. 33S; Redeemable 
Preference, 304: Redemption of Redeemable Preference, 3<:>9. Re-issued at 
Premium, 3S7; Register of, balancini; of. 420; Simple or Non-Cumulat:\e 
Preference. 303: Surrender of, 3-S9; Valuation of, 4^4; \‘alumg unquotrvT 
4S5; Warrants, 299 
Shortworking Accounts, 657 
Simple Debentures. 310 

Simple or Xon-Cumulative: Preference Shares, 303 

Single Entry, Ascertaining prohts under, i; Conversion into Double Entn*, 23; 
Denned, i ; Statement of Anairs in. 3 

Sinking Funds, 34: Contrasted, 57: Data for amount of instalments, 33; 
Dehciency or surplus on realisation of, 59; Defined. 35; For redemption of 
debentures, 57 ; How built up, 55 ; Uses of, 56 
Sinking Fund Account, 5S; Illustration of. 40S 
Sinking Fund In\'estment Account, 53; Illustration of, 409 
Sinking Fund ^!ETHOD of Distributing Depreciation, 42 


Skrin£ v. Greenxood *iS23], 746 

Sleeping Partner, 149, 223; Defined, 125 

Speciai. Manager, 696 

SPErr.AL XoTicE, Resolution requiring, 344 

‘Special Resolution, 343 

Splitting Shares, 416 

Siaplev v. Read [1924'. 66, 92 

Statement of Affairs, In bankruptcy, 693 : In single entr*y 3 
Statement in Lieu of Prospectus, 266; Goodwill and, 92; Requirements of, 


278, 279 

Statutory Company, 261, 265, 342 

Statutory Meeting, 413 . , 

Statutory Report, 412, 413: Illustration of, 414, 415: Information contained 

ill* 413 

Stock, Certificate of, 308: Deferred, 307; Government, 3 *^ 7 - Guaranteed, 30, 
Inscribed, 307: Preferred, 307 
Stock Exchange Quotation, 315 

Stock, Register of, 320, 334; Specimen of, 332 r> c oa 

Stock in Trade, Valuation of, 22, 23, loi; Valuation of. for B S, 83 
Store-keeping, 643; Bin cards and, 644; Efficient sv’stem of, 643; Incoming 
^oods and, 643 ; Issue of goods from store, 647; Methods of arriving at values 
for entries, 651 ; Receipt of goods into Stores, 645 ; Records essential. 643: 
Stock-taking, 652 : Stores Ledger and, 650 
Stores Ledger, Illustrated, 648 

Straight-line SIethod of Distributing Depreciation, 42 
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Subscribed Capital. 300 
Subscription List, 2S9 

Subsidiary Company, 464, see also under Consolidated Accounts 
Sundry Creditors, Treatment of, in B 5 , 105 
Sundry Debtors, Treatment of, in B 5 , loi, 102 
SuRvn^ORSHiP Assur.\nce Policies, 174 
Sykes Case, 1872, 29S 


Table A, 273: see also under Limited Company 

Taylor, Phillips atid Rickard's Case ^1897^, 335 

Tax Reserye Certificates, 87 

Tender of Debenture Stock, Specimen of, 404 

“ Terrier " (Plan of Estate and Rent Register/, 30 

Timber Tr.\de, Valuation of Stock in, 22 

Tools, Loose, see under Loose Tools 

Total Accounts, see under Self-balanciyig Ledgers 

Trade Discount, Treatment of, 23 

Trade Expenses, Treatment of, 31 

Trade 3 L\rks, Patterns, Dies, Drawings, Valuation of, 97 
Tr.\ding Account, 12-23; Construction of, 13; Departmental, specimen of. 16; 
Goods on approval and, 17: Goods on consignment and. 17: Packing 
Materials and, 21; Percentage, specimen of. 16; Specimen of. 14. 15 ; Stock 
in Trade, and, 23; Wages and Salaries and, 22 
Transfer Fees, Treatment of, 36 

Transfer, Form of, 337, 33S: Liability of Parties to, 339: Scrutiny of 339- 
Sump Duties on, 337: Transfer Fees Book. 337 
Tr.\nsfer Journal and Self-Balancing Ledgers, 8 
Transfers, Register of. 320, 335; Specimen of, 336 
Transfers, Stamp Duty on, 473 
Trevor w Whitivorih "iSSS], 357 

Trial Balance, Trading Account and Profit and Loss Account items in, 25 
Trustee, Partners as, 127 

Trustee in Bankruptcy, 713; Appointment of, 713: Duties of. 713; Powers 
of, 713: Remuneration of, 713; see also under Bankniptcy 
Trustees in Deeds of Arrangement, 722 
Trusts, Notice of and Limited Company, 322 


Uherrims fidei, assurance and, 729 
Unc*^led Capital Account, 300 
Unclaimed Dividends, 370 

UxDERWTiiTiN-G, 2S4: overriding commission and, 2S5: sub-under«Titin<T 
Commission and, 284 

Unlimited Liability Company, 262; must have articles, 273 


Valuation Method of DETERiiiNiNG Deprecution 47 

y.ALUATION of AsSETS, 87 

\aluation Premium (Assurance), 734 

Variatiox of Shareholders’ Rights, 272 l^SpL I IBBaov 

Vendor, 280 .... i-jy 

Voting, 345 

V ages and Salaries, treatment of, 22, 2S 

Waste, 40; Pro^■ision for. Legal and Commercial Views on 4- 
Wayleaves, 687 ’ 

ITes/on's Case, 335 
Wilmer v. McNamara, 92 

(Partnership). 135; (Limited Partnership^ 223 
\mne Trade, \aluation of Stock in, 22 

VVoRK IN Progress, Valuation of, 23; treatment of, loi 
WORKING Capital, 300 

Workmen's Compensation (1923), 695 














